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Economic Planning for Multicounty Rural Areas: Application of a
Linear Programing Model in Northwest Arkansas, by Daniel G.
Williams. Economic Development Divison, Economics and Statistics
Service, U.S. Deparument of Agriculwure. Technical Bulletin

No. 1658.

Abstract
A linear programming economic development model can help
regional planners influence the most desirable type of growth for
rural areas. Optimal resource use, investment, and industry mix for
manufacturing, services, government, and ‘agriculture are reviewed .
for fiine regional macroeconomic goals, witly-the tradeoffs evaluated |
for attaining one objective over another. Multiple regression analysis
allows the most desirable industries to be: identified by. economic -
characteristics such as capital-output and value added-labor rather
than product type. Although the results are specific for a region in
northwest Arkansas, the general conclusions should be valid for
other areas as well.
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Planners in multicounty rural areas can profitably use the RDAAP
(Rural Development, Activity Analysis Planning) economic model,
especially its general conclusions, to try to influence the optimal
growth of their areas among different general economic goals. The
model implies that the best industries for rural areas have the
following attributes: P

—High proportion of imported inputs.

-—Low transportation costs.

—High value atided ‘output ratio and value added-labor ratio.

—Low percentage of the labor skill that is nisst scarce. o

—Low capital/output ratio.

The model likewise suggests that conversion of agricultural land .
from the land use pattern of lower income farms to that of higher
income farms is always desirable in a region, regardless of the
region's general economic objective.

. The linear programming model was specifically applied, in this
report, (0 a region in northwest Arkansas comprising Benton,
Madison, and Washington Counties (the BMW region). The model'’s
alternative objectives were to maximize the following: regional
balance-of-trade surplus, regional balance-of-paymerntts surplus,
gross regional product, gross regional product (assuming some labor
force immigration), local value added, local wage bill, local
.employment, regional industry-wide profits, and a regional rate-of-
return index,

Data were obtained for the years 1960-70 to compare the growth

of employment by industry in the model with the actual growth

in the area. Such an economic planning; model can be used to
evaluate the most efficient organization of local resoyrces relative -
to an aggregate goal for the region, such as maximization of

gross regional product or minimizauon of local unemployment.

Because a portion of the BMW region (Benton and Washington
Counties) has recently been designated a Standard Metropolitan
Statistical Area, this study can provide a vehicle for examining how
an area might be deyeloped optimally from a rural to a more urban
status. Vatious experiments resulting in different versions
(modifications) of the model were undertaken in order to improve
the model and to simulate al(‘cmz\givc regional assumptions. ‘




Tradeoff curves were created between pairs of alternative regional

objectives with one objective maximized while the other was varied
parametrically. Shadow price results for the coristrained exports of
manufactures were also examined. Multiple regression analysis on

these shadow prices was undertaken (1) 10 explain these export

valuations in terms of nine industry economf€ characteristics, rather
than in terms of product type and (2) to infer export shadow prices to
industries not already included in the hnmr programming model.

The model, especially its general conclusnons. seems useful for

-economic planning. Some of the model’s general economic planning

principles or strategies, in addition to those cited above, are:

— Some industry economic characteristics affect the level of

many or most of the regional objectives; others affect only one

or a few of lhc ubjcuwcs.

A

¢ - Havmg to make lradwﬁs among different objectives seems to
be a typical pattern; a gain (loss) in one objective implies a loss
igain) in another, for a given quantity of exports and labor,

and for a fixed level of lcchnology,

— The regional ubJCClncs tend to fall into two groups: those that

lean more toward the interests of capital or managementi

{(maximizing balance-of-trade surplus, balance-of-payments
surplus, gross regional product, industry-wide profits, and
industry rate-of-teturn index); and those preferred by labor

{maximizing local value added, local wage bill, and local

cmpl(lnymcnl).

-=The tradeofi range between a capital-oriented and
- a labor-oriented objective is much larger than be-
tween pairs in each group.

—In the optimal solution, levels of industry employ-
ment, types of industry, industry production levels, and
regional economic indictors (like balance-of-trade:
surplus) are, in general, more similar for the capital-

- oriented objectives and for the labor-oriented objec-
tives, than for any (wo objectives, one from each
group.

—Both the tradeoff range and the tradeoff possibilities
between pairs of aléernative regional objectives
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-expand; for more open ;egions (those regions with
increased potential for export trade and labor ﬂows)

. —Opportunity costs between pairs of alternative "
| regional objectives remain fairly constant for more
closed regions, but increase for more open regions. -

—A sensible planning practice is-to identify which
pairs of goals are likely to lead to conflict, and then
10 have the local political process, for example,

! select a compromise from among the solutions that

il

are efficient with respect to both geals. Y




ECONOMIC PLANNING FOR
MULTICOUNTY RURAL AREAS -

Application of a Linear
' Programming Model in
Northwest Arkansas

" Daniel G. Williams
Regional Economist )

Introduction

"This report analyzes how a multicounty rural area can attain general
economic goals and the tradeoffs involved-in giving some goals
priority over others. The discussion, although specific to Benton,
Madison, and Washington Counties in northwest Arkansas (the
BMW region), should be useful to planners and their technical staffs
in other regions as well. Planners in areas similar to the BMW region
-will find useful the specific results and the methods used, while
planners in other multicounty rural areas will find more useful the
general results and methods. Perhaps the most important audience
will be economists and other consultants concerned with regional
economic development who should find useful the general results
and the methodologies used in the study.

The regional economic goals considered are maximizing regional
balance-of-trade surplus, regional balance-of-payments surplus,
gross regional product, gross regional product (with labor
immigration assumed), regional value added, regional aggregate
wage bill, regional employment, regional industry profits, and
regional industry rate-of-return index. Such goals constitute only a
portion of the entire regional planning problem. A yural economic
development planning model is used to illustrate what such a model
can tell local area planners and thereby aid them in their planning.
The model is called RDAAP (Rural Development, Activity Analysis
Planning). The output of the model yields the industry mix, regional
import and export levels, employment requirements by skill level,
and so forth.

;
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‘Leadérs in multicounty rural areas face numerous problems in
attempting to improve the well-being of the area’s inhabitants. The
overall planning authority, to the extent that it exists, resides in
agencies or institutions such as councils of government (COG's) pr in
appointed or elected officials with jurisdiction over such areas as the-
governors’ substate planning districts, local development districts,
and so forth. The power of these agencies varies from area fo area but
most are advisory bodies rather than administrative. Area drowlh and
* development planning includes planning for health needs, '
coxployment requirements, increases in per capita income, educa-
tional goals, transportation and recreation facilities, environmental
improvements, and others. The achievement of many,of thesgmore
specific goals is, of course, interrelated as is the achieve tof the

v\’“/\ more general regional economic goals discussed in chis bulletin.

A region faces many growth choices, and it is hoped that so the
model's solutions may provide assistance in making these choices.
The discussion is as nontechnical as possible, although some
sections may be too technical for some ‘readers. Those sections are
noted as they appear so that they can be skimmed or omitted by such
readers. Conversely, a reader who wishes a more detailéd description
of the material presented may want to consult the parent document of
this report [13] as well as other articles and reports that explore some of
the results more deeply (14, 13, 16, 17, 18, 19, 20,21,22].) The individ-
ual components and mathematical structure of the linear programming
model used are given in [27). The model and study(s) upon which the
present, model (RDAAP) is based were developed by the Stanford
Research Institute (SR} under contract to the U.S. Depantment of
Agriculture. The original SRI model, the “Kentucky Model.” was
developed by Spiegelman [5]. Further development of the model by
SRI is given in [J and 6].

The style of this bulletin is discursive, covering successive
experiments with various versions of the model, each devised to help
illuminate or resolve a specific question. Each version is explored,
and its strengths and weaknesses assessed. Some of the model versions
incorporate improvements over other versions. These improvements
were added to help make the model more realistic and, therefore,
more likely to be applicable to the area. The best planning version of
the model uses activity types and input coefficients that in general

ilialicired numbers in brackews refer 1o sources cited in the References section at the
end of this report.
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make the model more realistic as compared with the “real world."?
The fact that these more realistic assumptions have also led generally
to realistic results is reassuring. Insights and other observations on
the model results with respect to planning optimal economic growth
will be discussed. Some of the results are general, some specific, for
the various model versions.

The tesults and model versions described here do not exhaust the
possibilities for useful research model structure or on its
results. lmprovemcnu can still be made in the model, some of which
are indicated in the text. The researcher must make choices of which '
topics to explore and develop more fully and where to use simpli- .
fying assumptions. The original intent of this work was to assess the
strengths and weaknesses of the model as it was developed by the
Stanford Research Institute (SRI). Where possible, improvementsare
incorporated based on this assessment.

This report includes a minimum of tables and other specific data and
results. The specific output of any model depends upon the values
assumed for the constraints, coefficients, degree of industry dis-
aggregation, and the number and nature of the simplifying
assumptions. Data or sectoral aggregation errors can lead to possible
output errors. Less emphasis will be placed on the exact results and
more on general results obtained from the research. .

As an example of this more general fOClJ’ as will be discussed later, it

may be better to interpret optimal industries selected by the
programming algorithm not merely in terms of their Standard
Industrial Classification (SIC) number, but also in terms of industry
characteristics such as the capital. labor ratio (18, 19].* A model with
a limited number of specific industry choices from among all

tOne version of the model (Basic Modrl) is a predictive, not planning version.
A planning model does not necessarily have to pyedu’l well, although such a
concurrence does tend to validate the planning *prescriptions” derived from the
model's results, As indicagéd later in this repont, prediction can be in terms of industry
characteristics (such as capital. ‘ouipui ratio) rather than merely in terms of specilic
industry types |18, 19).

A model contains both exogenous and endogenous variables. In a planning model
the former have 10 be predicted before the model can be run. The results for the model’s
endogmou;mmb!u can then be used as ptedlcllonl of “real world" results. This is
attemped using one of the RDAAP model versions. Note, however, that a poor
prediction by the endogertous variables does not necessarily imply that the predictions
of exogenous variables were inadequate,

*The “*Standard Industrial Classification™ (SIC) of the U.S. Dept. of Commerce
(where one-digit industry groups are the most aggregated industry group as to lype of
product, and four-digit groups are the least.
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theoretically possible choices, must not be viewed too strictly with
respect to industry product alone.

Although the specific model resulis obtained should be reasonably
‘accurate, the emphasis is on the qualitative or interpretive findings.

These general results correspond quite well with what one might
expect from economic theory. For example. the results vield the
expected concavity of the objective funcuon tradeoff curves, and as a
region is made more open 10 trade and labor flows, both gross
regional product and industry specialization increase [15,:16, 17),
It seems reasonable to conclude that the lipearasfggptions in the
model are acceptable, even though economic relations are, in
gcncml not linear, The linear/nonlinear controversy, often dis-
cussed in applications of linear programming models. is not
explored here. ¢ .

The decade 1960-70 was chosen for this study in order 10 tést {using
oue version of RDAAP) the degree of similarity of the area’s actual
industry growth {in employment) over the historical period o the
model’s optimal indusury growth,  /

" Although the model was run using 1960-70 data, the results still

should proveMg be of interest for planning today. Not, of course, the
specific levels of industry and labor skills chosen by the model, but
rather the type of mdustry, and the industry and labor shares of those
levels. Thus, general interpretations of the results of the model

should prove useful for current rural area planning and planning in
. the near future.

The Study Region

The BMW region (Benton, Madison, and Washington Counties)
lies in the northwest corner of Arkansas, The area is a fairly
integrated economic unit in terms of labor commuting pauterns,
U.S. R(pul(. 71 forms the industrial hub and lr.mspun.mon axis,
ranging from Fayeueville in Washingion County in thesouth,
through bpnngd.nlc Rogers, and Benwonville 1o the north, The
latter two towns lie in Benton County, Madison Counu located
to the east, has a comparatively sparse population; its major
town, Hunusville, the county seat, has about 1,000 inhabitants,
Faveueville and Bentonville are the county seats for Washingion
and Benton Counties, respectively,

4 _ CT
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Geography of the Region

[ 4

The physical terrain is generally mountainous, with Madison
County entirely so, but with northern Washington County and
Benton County becoming progmsf\?cly less hilly as the area
begins to merge into the western prairic. The BMW region is
located near the geographic center of the Ozarks Mountain
region. Average elevation is about 2,000 feet.

The climate in the region is temperate, but with distinct seasonal
changes. The weather is quite changeable and temperatures can
rise or fall 20 degrees in a few hours. Spring weather is especially
wurbulent and tornadoes can occur. For Litde Rock, Ark., about
150 miles southeast of Fayetteville, the coldest month is January .
with a normal maximum temperature of 50°F and a normal -
minimum of 29°F, The warmest month is July with a normal
maximum of 93°F and a normal minimum of 70°F. Normal
annual precipitation is 48.52 inches ¢]. Average temperatures for
Fayetteville are slightly lower.

A major resource in the BMW region is the Beaver Reservoir on
the White River. This reservoir, lying mostly in Benton County,
is the newest of a chain of four reservoirs on this river. The
reservoir and its environs are a major recreation area, as well as
the source for the BMW region of a very large supply of high-
quality water flowing out of the Ozark National Forest. The area
is favorably located with respect to natural gas, a raw material of
great importance. The BMW region itself has no gas wells, but
there are a number of wells and an-adequate supply of gas for
northwest Arkansas (enough for local use, but not interstate
shipment) in the nearby counties of Franklin, Sebastian, and
Logan.

1

Developmental Conflict

Despite a small airport and a two-lane highway (Rt. 71), the ‘
mountainoys terrain tends to isolate the BMW region from the
rest of. the country. Accordingly, there is a major conflict over the
level of future economic development to be encouraged. This
conflict iy illustrated by the debate surrounding proposals to
build a larger airport in the region and an interstate highway
from Kansas City through Fayetteville to New Orleans. Both
projects would spur regional economic growth and development.

5
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Conflict oter dwélopmem policy often occurs in rapidly growing
areas like the BMW region. One group of citizens feels that there
already has been sufficient development, and prefers to close the
area to newcomers to assimilate recent growth. An opposing
group, primarily representing business and commercial interests,
desires more expansion, The question of whether to build the
proposed road is still being discussed, while the debate regarding
the new airport is focused on its geographical location rather
than its constructipn. The proposed location of the airport lies in
the middle of prime (for the area) agricultural land owned and
farmed mostly by people of Italian heritage. These people do not
wish to see their land and way of life altered as the price for the
increased welfare of the whole region. This example of develop-
ment conflict in the BMW region suggests the inevitability of
such disagreement, and indicates the need for cooperation and
compromise in both setting and achieving development
objectives. Any regional objective #ught by one special interest
group is likely to be unacceptable to another group. An economic
development planning model can be used to exhibit and study
such intraregional conflict.

-

The BMW region’s developmental conflict question posed here—
rapid versus slow regional growth—cannot be precisely answered
by the RDAAP model as presently constructed. It pinpoints a very
specific problem whereas RDAAP considers relatively general
economic objectives. To handle this conflict, RDAAP would have
to be expanded (this requires extensive additional data but
presents no serious theoretical problems) to include more mdustry
detail and more noneconomic objectives, such as environmental,
welfare, and other nongrowth goals. A problem in considering
growth versus no growth in RDAAP is that some of the "glvens
in the model—the so-called exogenous variables such as®
population and labor force growth—should not be assumed as
given, but rather should be made alternative objectives in the
model. Nonetheless, for various assumed levels of population and
labor force targets, a chosen regional objective can be optimized
separately for each target level. The model provides insights into
economic tradegffs among'anous interest groups within the area
relative to general economic objectives.

N

» R

Development conflict represents a crucial planning dilemma. It is

4 major problem in any planning situation involving conflicts of
interest among various groups of people. It is rarely possible to
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satisfy the wants and goals of all competing groups when

resources and funds are scarce. In many cases, a given policy can
satisfy more thah one goal or group at a time, but verp often one
faction’s success comes at the expense or cost of reduced success of
another group. Such tradeoffs should be recognized as both

possible and likely. They seem to represent an inevitable, and *
often crucial, dilemma to both the planners and residents of the
region. A politician, however, may conceal this conflict in order

not to alienate any constituency entirely.

It is the task of the planner to illuminate and quantify these
wradeoffs as much as possible so that, through the political
process, a well-informed and intelligent decision can be made. It
should be based on knowledge of the costs and benefits of various
alternative plans; the one plan that is deemed best by the body
politic is the one which should be implemented. Analysis of the
political aspects of such.problems is beyond the scope of this
report, but the prospects for tradeoffs among conflicting
objectives will be examined.

Other gharacteristim

Arkansas is a leading broiler-producing State. Broiler-related
activities, including processing, are largely centered near Spring-
dale and Fayetteville. Large manufacturing employers in Benton
and Washington Counties include a company that produces
plastic materials, a firm that constructs small electric motors, and
a firm that manufactures air rifles. These and other
"manufacturing plants in the BMW region would benefit from the
upgrading of the transportation network through reduced
transportation costs on both production inputs and finished
products. In addition, another large and important facility in
Washington County of great economic, cultural,jand employment ¢
significance is the University of Arkansas a?fs»%ueville. with an
enrollment of about 13,500 students. Madison County, however,
has virtually no manufacturing and little service employment.

Fayetteville is rapidly becoming a regional center for primary and
secondary medical care. An example of secondary medical care is
the access to a computerized axial tomographic (CAT) scanner.

. Tertiary medical care/ like kidney transplant facilities, is not
available in the area, although these services can be obtained in .
Tulsa (Okla.) and Little Rock (Ark.), about 105 and 150 miles,
respectively, from Fayetteville.

Q ’
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The BMW region’s favorable mixture qf climate, recreation
facilities, lower cost of living, and relative isolation has attracted
a sizable retirement population. The growing nimbers of retirees,

{ who tend to prefer a slower developmental pace in order to
maintain the quality of life and environmental amenities of the
region, will probably make conflict more likely over the
economic goals and priorities for the area.

The 'population of the BMW region has risen significantly over
the past two decades, as shown below [9, 10):

1960 1970 1978

BMW Region 101,138 187,299 171,700,
Benton County 36,272 50,476 66,400
Madison County 9,068 19,453 11,200

Washington County 55,798 77 370 94,100
, .
meloymem in the BMW region has grown from 36,125 persons
emploved in 1960, 51,507 employed in 1970} 10 82,562 full and
part-time jobs in 1978.4 Estimates of per capna personal income
for the BMW region (in current dollars) are;Sl 497 and $3,053 for
N the vears 1960 and 1970, respectively. For 1978 the flgure climbed
\, sharply to $6,341 (in current dollars).? ',r
!

Madison County is a “'‘bedroom community! with respect to non-

agricultural industries. Its female labor: force works about 30

miles away in the poultry: processmg mdustry around Fayetteville-

Spnngdale, the men generally remain at home to operate the

small family farms. Most of the commuting from all counties

within the BMW region is to the Fayetteville-Springdale- Rogers

employment axis on U.S. Route 71 (fig. 1).

A trend toward increased use of managerial and cletical labor,
with a comesponding shift to less skilled and unskilled labor, was
evident from 1960-70 in the BMW region, Arkansas, and the
Nation (table 1). The managerial labor percentage in both years
for the region is fractionally above the State averagé, but a“few
percentage points below the national average. Clerical labor

urce: see {9] for 1960 and 1970, {11] for 1978.“The 1978 figure refers to the
nurfiber of jobs; the 1960 and 1970 ﬁgures refer to the number employed.
5The 1960 and 1970 year figures are income estimates calculated by the author,
and are the values used in the analysis. The 1978 figure i ls calculated from a
different source [12].
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_ percentage is slightly lower in the region than in the State, and
sharply less than the national average. Conversely, there is a
higher percentage of skilled labor use in the region than in the
Nation and in the State. The percentage use of unskilled labor for
the region in 1970 lay midway between the State and national .
percentages, although the differences are not large.

]
The percentages in table 1 reflect the BMW region’s heavier
commitment to manufacturing industries (which usually show a
higher percentage use of skilled labor), and lesser commitment to
the service industries (which usually have a higher clerical labor
requirement) than the State or, especially, the Nation.

Figure 1

The BMW Region: Benton, Madison, and Washington
Counties, Arkansas
Missouri
Benton % Beaver
County 2@ Res.
Bentonvilled, .
Rogers.:
Spﬂngdllo":__

—
Fayetteville

Huntsville
<
Madison

.......‘--

@

*

Washington
County

oo,
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Oklahoma




" A major portion of the BMW region was designated a Swndani

Metropolitan Statistical Area (SMSA) after the 1970 U.S. Census
of Population. The Fayetteville-Springdale SMSA comprises
Benton and Washington Counties. The model used in this
analysis was designed for use in rural areas with moderate-sized
central cities. Running the model for this area from-the vear 1960
to 1970 provides an opportunity to study how an area can evolve
optimally (versus how it actually did evolve) from a relatively
rural to a relatively urban status. Historically, population growth
has generally been associated with increased urbanization. Such
an increase in urbanization is often the indirect result of an
economic development program.

\

The Model

The model used is a rural economic development, linear
programming (activity analysis) planning model (RDAAP). The
model was applied to the BMW region in northwest Arkansas
over the decade of the sixties. The terms "activity analysis’ and
“‘linear programming’’ are used synonymously. Six versions of
the RDAAP model were developed. There are 394 columns or
activities (including the right-hand-side column but excluding
slack activities), and 865 rows or constraints in four versions of

Table 1—Skill levels of employed labor force, 1960 and 1970

Region Z’:"l‘:l Clerical - Skilled  Unskilled Total

1960 1970 1960 1970 1960 1970 1960 1970 1960 1970

Percent

BMW region 185 200 86 126 4.6 401 284 278 100 100
Arkansas 170 193 9.0 131 400 388 339 288 100 100
United States 196 231 144 180 358 333 302 256100 100

Note: 1970 is the most recent vear for which such data are available. Farm
“‘managers’ are included as skilled workers in this table and throughout this report.
Source: (4, 9]
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the RDAAP model.* A fifth model version has additional .
activities or constraints, and a sixth version has fewer; both of

those are discussed toward the end of this report [2/]. The model
is solved for various objective functions for the optimal levels of -

X

these activities in the 10th year of growth beyond a base year.

The labor force of RDAAP is divided into four skill levels:
managerial, clerical, skilled! and unskilled. Labor activities
include four incommuting, four outcommuting, and one skilled-
labor training activity, which converts unskilled workers into
skilled. The various subgroups of columns and rows form the
. distinct sectors of the model, which include service,
g{aﬂufacturing. government, agriculture, and export and impgrt.
l -

Service and Manufacturing Sector

'

The service and manufacturing sector o‘ the RDAAP model is in
an input-output format. This format describes the interindustry
flows of goods and services between various pairs of industries.” It
represents what industries buy from and sell to each other. The
output of one industry is allocated among the inputs of the other
industries or to final demand. These flows are then "normalized”
for each industry column by presenting materials and resource -
requirements per unit of output, where the unit is taken to be §1
million {in 1968 constant dollars). Products not required for
intermediate industry or government use are available for final
consumption by the residents of the area or for export to other
areas.

The manufacturing sector contains 64 industry production
activities. Corresponding to each of these columns are 64
commodity rows. The service sector contains 14 production
activities apd 14 commodity rows.

Each service and manufacturing industry in RDAAP is composed
of the sum of two activities: a current production activity and a
capacity expansion activity. Since full utilization of industrial

$Both the columns and rows are considered "vectors'; the “activities” refer
specifically to the columns, “‘constraints’ refer o the rows.

For an industry with more than one type of product {output), the output is
classified as a “joint”’ ar multiple output. No RDAAP model, nonfarm industries
are constructed with joint outputs, but those in the agricultural sector are. Inputs
consist of the materials and labor needed to produce the industry output.
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capacity is assumed in the base vear, all expansion above the base
vear level requirgs invesunent in capacity. (»\gncul(ural produc-
tion can be an cxgcpudn as will be seen later in this section.) The
capital expansion activity was constructed with a 10-vear
plannmg horizon. However, only 15 percent bf the expansion
requirement is assumed to be added 6 current production:cost in
the model because, as Spiegelman, Baum, und Talbert observe:

“if capital stock grows ata constant proportional rate,

the proportion invested in the final year {the 10th

vear] would be more than 10 percent. Obviously, this

proportion would depend‘on the overall rate of

growth of output and capacity, but it can be

shown that for annual rates of growth ranging

frorft 5 to 10 percent, the proportion of total

capacity to be invested in the final vear would be

close w 15 percent” (5, p. 14].

Agricultural Sector

The agricultural production sector includes 12 “progressive’ farm
types, and, for simphicity, combines all “rcgrcssivc" farm types
into one aggrcga(cd regtessive activity. The terms “progressive”
and ‘“‘regressive’’ refer to the economic or income class of the
farms and are explained below. The farms produce 29 specific
farm commodities. There are 29 activities that can import and 29
acuvities that can export these farm commodities. There are 18
transfer activities that can "“convert” 18 of these 29 commodities
into 1 of 10 aggregated farm commodity categories. These 10
commodities are at the aggregation level used in the RDAAP
manufacturing industries. Sixteen transfer activities convert 13 of
the disaggregated farm products, plus 3 pasture categories, into 3
animal feed commodities used in the 7 farm animal-feeding
acuvities.

The progressive farms? explicitly embody the technology and
organization of the higher income farms (Economic Classes 11
and I, Economic Class 1, the highest-income farm type, is not
considered a realistic possibility for the BMW region. The single,

'

Defined in units of 15 and 25 indi\idual farms, for Economic Class Il and I
farms, respectively, as defined by the U.S. Census of Agniculture.
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aggregated regressive activity® reflects the lower income farms
(Economic Classes IV, V, VI, and part-time) of the type that have

been closing down in the study area, releasiag land, labor, and
capital for othef economic activities. One of the functions of the
model is to convert regresfive into progressive farms, which tends
to transfer land from low income to higher income, more
successful farms, and to release resourges, including labor, for use
in the nonfarm sector. For simplicity, the question of land use in
nonfarm sectors is ignored.

A commodity produced by the agricultural (progressive) sector
must offset any corresponding production loss caused by

reduction or cessation of production of that same crop in the
regressive sector before any net production of the crop is available
for consumption or export. If there remains a “deficit’” of that
crop, the model debits the region in terms of ‘‘foreign exchange” _
by the dollar amount of that deficit,'® A deficit in any crop ‘nicansr
that the region produced more of the crop in the base year than

in the target year.

If. however, a “"surplus’ crop results, the model can either export
it and earn foreign exchange, or the area's food processing
industry or other local farmers can use it. Stocks (inventory) as
well as flows (amount sold) of agricultural animals are recognized
in the model by the inclusion of four farm animal (stock)
commodities. Nine activities regulate the proper levels for four

. farm animal (stock) exports and for five types of animal transfers
(10 stocks).

Five categories of land are assumed in the model—cropland, three
types of pasture, and a total farmland category. which includes a
nonproductive, residual component as well as the sum of the four
farmland types.

Export and Import Sector

The RDAAP model includes importing and exporting manu-
factured commodities {not services) to and from the BMW region.
For a majority of manufacturing industries (56), there is at least
one export activity for each industry whose product can be

'Defined in units of 50 individual tarms, for {hc combined Economic Classes IV, V,
V1. and part-time,

1w Fyreign exchange,” in the regional sense of this model, refers to all funds
otiginating from ouside the BMW region.
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exported from the BMW region to the rest of the country. Two |
export “'rings,”” an inner circle of 200-mile radius from the center
of the BMW region, and an outer ring of 200- 10 500-mile radius, ° |
define the export possibilities. ’

Exports beyond 500 miles are not included in the model. While
some exports, in reality, would be shipped beyond 500 miles, the
export constraints needed forsuch an export ring can be ignored.

’ Their omission does not alfect the model results excessively
because of the use of parametric programming which simulates
higher (constraint) levels of exports.

Filty-six industries can export manufactured products to the inner )
ring, and 45 of those can also export to the outer ring, for a total L
of 101 separate ndnufacturing export activities. Transportation
costs are assumed higher (and net prices received less) for a

commodity shipped to the outer ring than to the inner ring.

There is a separate commodity row corresponding to each manu-
facturing export activity in each éxport ring.

All manufacturing industries except one—stoneé and clay

mining and quarrying—have an import activity; there are 63 -
such import activities. This permits the region either o import
these commaodities or to produce them locally, All commodities
assumed not producible in the BMW region (i.e., not among the
production activities in the model} but required by the area, are
imported by the model via fixed import coelficients in the current
and capital production activities and in the final demand vectors
for government and consumption spending.

Government, Consumption, and “Foreign
Exchange” Sectors

Government enterprises, private consumption, and government
final demand targets are represented by three activities. The
“foreign exchange™ sector consists of four activities: one records a
surplus of foreign exchange if such a surplus results in the BMW
region current account; another records a deficit if a deficit results
on current account; a third records a deficit on capital account;

Hn other words, forcign exchange requirements (for thouse products and services
assumed not producible in the BMW regioni are considered as two different row
requirements in the model—one for current production activities, another for
capacity expansion activities. Since all exports are allotted 1o the current account
row, there is no possibility but deficit for the capital account row.

-y
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a lourth represents the outflow of profits from the region.
Investment into the region is recorded in each individual
manufacturing and service production activity. Deépreciation
charges on the capacity expansion activities are added to the
inputs for the corresponding current production activity.
Depreciation charges on the imported inputs for the capacity

expansion activities are an exception in that they are allotted 10
the foreign exchange row on capital, not current account.

Regional Objectives

The regional objectives explored in this study ihclude
maximizing:

Regional balance-of-trade surplus.

Regional balance-of-paymenis surplus. \ .
..-;/ N n

Gross regional product.

" Gross regional product, assuming that some incommuters
become immigrants.

Local value added.

Local aggregate wage bill.

Local employment. )

Regional private industry aggregate profits.
chi'cmal industry-wide profit rate-of-return index.

The term “local” means that wages (or employment for the local
employment objective) are included only for BMW region
residents working locally. Wages (or employment) for
incommuting and outcommuting labor from the BMW region are
exchided from these totals.

Regional balance-of-trade surplus is defined here slightly dif-

. ferently from its usual definition—that is, net regional exports
minus imports, but here including also the net receipts of
outcommuting labor wages above those of incommuting labor
wages. Regional balance-of-payments surplus adds to this the net

15.
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flow of investment-and profits. Gross regional product is also

defined somewhat differently: consumption plus investment plus
government plus exports minus imports, but including also net

wages of outcommuters above those of incommuters. These net
commuting receipts were incluled in these regional objectives

because of their substantial size.'? ]

Local value added measures the value of all industry output
minus the value of all inputs, except labor. Incommuting as well
as outcommuting labor wages are excluded. Levels of value added
and gross regional product differ from each other in the model
{in theory they should be identical) because the former excludes
outcommuting labor wage.
- ’ ‘
Local aggregate wage bill is the sum of industry wage totals,
again excluding wages for both incommuters and vutcommuters.
Local employment is measured as the sum of industry
cnﬁ)lm ment levels, excluding incommuters and outcommuters..
Regional aggregate profits for private industry are calculated by
summing the profit portions of value added for each industry.
The regional industry-wide profit rate-of-return’ifdex is a
weighted sum of the individual industry profit rates of return
multiplied by the corresponding industry pmducuon levels in an
optimal model solution. The index is measured in units of §1
million, as are all other objective functions except local
employment igenerally measured in units of 1 million hours
worked.

Optimal values of these various objectives cannot be realized
simultaneously. An important part of this study shows the extent
to which some economic objectives are sacrificed when others are
maximized. Tradeoffs among alternative objectives are an
important part of the planning process. Given an objective, the
RDAAP maodel solves for the most efficient way to reach that
objective, subject to economic and technical constraints.

Other Characteristics of the Model

The RDAAP model is of a marginal or incrémental form, ' It
takes as given the production levels of the base year, 1960, and

"TThe question of the sizable amount of labor outcommuting observed in momt
versions of the RDAAP model will be discussed in several places in this report.

BExcept for une version of the model (Total Modeli which will be discussed
later 1n this report.
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measures the increases from those levels to the levels in the target -
vear, 1970. All targets and regional resource availabilities are -
similarly defined in terms of increases; that is; the target year

levels Mfinus the base year levels. The base year production is
called the “old sector”; the increases called the "gew sector.”

As a simplifying assumption, no production levels (except for
agficture, as explained earlier) are assumed to decline over the
plannihg period: they either increase or remain at base year
levels. Similarly, resource availabilities (e.g., labor force by skill
level) are assumed only 0 increase. ‘

The model covers 10 years, but considers explicitly only the 10th
or final year. All capital investment required for expansion, both
public and private, is assumed to be constructed and installed
over those 10 years; with 15 percent of that total invested in the’
final year. No specific consideration is"iven to the yearly pattern
of growth except for (1) the amount of capital invested in the
terminal year, and (2) the targets to be met by that last year such
as consumption,(i.e., implied per capita personal income) and
government spending.!* The technology and labor productivity
assumed for these production increases are embodied in the
_input-output coefficients of the production activities.

An exception to the assumption of unchanged production and
the labor usage in the old sector of the incremental forms of
RDAAP are: (1) regressive agriculture which is converted to a
progressive farm configuration, presenting the possibility of
reduced production of particular crops; and (2) assumed technical
change in the old sector, made possible by investing the exact
amount of capital in the old sector needed to raise that sector’s
labor force productivity by the same percentage as the targeted
increase in per capita income for 1970.!* This second process
results in a ‘‘release” of labor from the old sector to the new
enabling the remaining workers in the old sector to produce the
same total product as in 1960. That is, the old sector absorbs

These are e lixed targets (i.e., using equality constrainus) of the model, but
they are not the objective funciion. In one RDAAP model version (Adjusted
Planning Model}, these targets are not fixed. but vary depending upon the levels
of income earned and taxes collected.

it is assumed that. all things being equal, for real per capita income 1o rise in
the old sector, labor productivity in that sector must be incréased by the wame per-
centage as the increase in real per capita income.

4
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capital from the new sector, increases its productivity, and
releases some labor to be absorbed by the new sector. This
property of the model is discussed in detail in a later section.

»
2

Basic Model

*

The six versions of the RDAAP model are similar except for
changes in crucial assumptions with respect to labor force, taxes,
consumption, etc. Of these variations, only (we versions are
explored here in dewil. The first, the Basic Model, ascertains
whether the model’s endogenous variables (industry employment
levels, labor usage by skillflevel, eic.) can predict actual regional
growth results and it provides insights into the planning
function.

The income target of the Basic Model is the actual increase in per
capita personal income over the sixties for the BMW region.
Labor availability is equal to the growth over the decade in
employed labor force, by skill levels, existing in 1970.'¢ Other
exogenous (not dc::irln)'ncd by the model) parameters are taken to
be those that existedin 1970."" Thus, ratherfthan calculating
estimates for the exogenous variables in 1970, based only on
information known in 1960, actual 1970 data are used to give the
model the best possible chance o predict accurately the ‘
endogenous variables. Thus, the question can be addressed; Even
if the planner had near “perfect” projection techniques for
exogenous data such as population, growth in labor force by skill
levels, increase in per dapita incgme, and so0 on,’would the
model's endogenous variables predict accurately which BMW
region indusiries grew over the decade?

*The Iabor supply also includes “released” labor resulting from both invest-
ment and technological advance (i.e., due to labor productivity increases) over the
1960-70 decade for the 1960 labor force of the BMW region economy, including the
agricultural sector. The small level of labor incommuting in the model adds 1o the
labor supply as well.

"The manufacturing sector production “core’’ of the model matrix. however
uses 1958 data (1963 data for the service sector) at a detailed level from the “work
sheets” used to construct the national input-output matrix of the U.S. Dept. of
Commerce. These data are “ruralized’ in that industries at the seven-digit level,
and believed o be predominantly rural, are used to construct the industry
activities. Thus, the industries in the RDAAP model, at approximately the four-
digit SIC level, ar assembled from base daw of a more disaggregated form,

)
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Adjusted Planning Model : , “

The second version of the RDAAP model receiving emphasis in
this report is the Adjusted Planning Model. It is similar to the
Basic Model except for certain crucial assumptions. In this
version, | used the Stanford Research Institute (SRI) methodology
to estimate labor skill supplies, rather than use the actugh
(increase in) regional labor skill supplies fPr 1970-as in the Basic
Model.!* The SRI technique uses State 1bor force participation
ratios {targets) to determine the increase in the regional Jlabor
force available, and uses State high school graduation rates
(targets) (o determine the Jabor skill breakdown of that 13bor
force increase.

Most of the other exogenous data, however, are the same as lor
the Basic Model. These latter data are therefore somewhat differ-
ent than if they had been based on prgjections using base year
information only. This simplification should not hinder the
‘study of this version’s capabilities.

Several other improvements are included in the Adjusted

Planning Model. For example, in the Basic Model results, govern-
ment spending (Federal, State, and local) far exceeds total taxes
(Federal, State, and local) collected. While small deficits may be
reasonable for a growing area, the large deficits observed seem = -
excessive. For simplicity, a balanced budget was required in the
_Adjusted Planning Model.!* Government spending is limited to

taxes collected.

¢

] é ‘

Consumption expenditures in the Adjusted Planning Model were
~ set equal to the total wage bill (minus personal taxes and savings)
camned by the region. Rather than targeung the personal per
capita income for the region, and tying consumption to that
target, consumption growth is limited to a percentage of the
aggregate wage bill actually eamned. In the Basic Model, con-
sumption is targeted irrespective of whether the region carns
" enough in wages to support that consumption without being
subsidized (implicitly) from outside the planning area. A similar
" 0 The labor supply of the Basic and Adjusigd Planning Models, however; ahw inchide
the “released’’ workers f1om the old sector, a concept not in the SR1 formulation, See
footnotwe 16, v
_ "Note., however. ‘that one could vary the deficit (or surplus) in the model (o
whatever level seemed acceptabie. '

o
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income target assumption leads to the level of the government
expenditure target in the Basic Model.

Labor transfer activities added to the Adjusted Planning Model
permit some “‘conversion’ (assumed costless) of labor frogn one of the
four skill categories into another. The levels of conversion permitted
are small compared with the total supply of labor by skill level, and
are limited to those levels and those conversions that might be
assumed possible without retraining programs. These transfers can
be assumed as virtually costless in terms of the regional resources that
might have been required, such as educational facilities, teaching

personnel, etc. For example, rather than assuming all, and only, -

female high school graduates to constitute the clerical labor force (as
in SRI's methodology), the Adjusted Planning Model assumes thata
percentage of these graduates can become managers. This percentage
is determined by dividing the number of_female managers in
Arkansas in 1960 by the number of nonenrolled (not currently in
college, etc,) female high school graduates in ‘the State in 1960.
This portion of the regional female labor force is included in the
clerical labor supply. but can be transferred to the managerial
labor supply at zero cost.

These transfer activities partially help reduce the unrealistic
rigidity of labor skills in the model. This increases the number of
possible labor supply combinations by skill level. The assump-
tion of fixed supplies of nonreproducible and nontransferable
resources 1s associated with most linear programming models.

Selected Model Assumptions

In thissection, some observations and explanations will be made
on selected aspects of the RDAAP model that pertain to almost
all model versions. Only the most crucial features which differ
from the most recent SRI model formulation (which forms the
core of the RDAAP model) will be mentioried here. Discussion of
these changes will help the reader to understand some of the
assumptions underlying the entire analysis.

Increase in Labor Productivity: Old Sector _
The RDAAP model includes a mechanism that increases the

labor productivity of the base year (1960) labor force. This topic
was briefly discussed in the last section. Except for the Total

7




Model version, the RDAAP model is concerned only with target-
vear (1970) increments above the base-vear (1960) levels.

In both the SRI and RDAAP formulations, the income target
applies 1o all residents of the multicounty study area, not just to
the increase of population and labor force between the base and
target vears. However, if one limits the model’s labor supply to
only the increase in labor force between the base and target years,
the model becomes flawed.. Then, the increase in the labor force
would produce income not only for themselves and.their families,
but also to satisfy the targeted income increase for the remaining
(base vear) population in order to bring the latter incomes up to
the overall per capita income target. Such a requirement is
unreasonable. The labor force of the old sector should earn and
produce its own increase in income by means of increased labor
productivity. Accordingly, some information from the old sector
must be included in the incremental model.

To accomplish this, the old sector absorbs capital from the pew
sector in order to raise its productivity, and then “‘releases” 5por-
tion of its labor force to the new sector.?? The size of the required
lump-sum investment should be sufficient to increase the produc-
tivity of those workers who remain in the old sector after this
portion is "'released,” such that: (1) the remaining old sector
workers produce exactly the same level of gross output as was
produced by all workers in 1960; and (2) their increase in labor
productivity equals the targeted increase in per capita personal
income. (Note that the productivity and technology lével of the
new sector—which includes only production increases—is deter-
mimed By the fixed coefficients of the RDAAP model input-output
matrix.) :

’
To calculate the required size of the investment needed for the old-
sector, | used a Cobb-Douglas production function, which
includes a factor representing a “natural” increase in productivity
due to technological advance, increased labor force education, and
so on.?! To keep all production increases only in the new sector,

23 much more complicated, and perhaps more accurate, solution could have
been devised by disaggregating many or all of the sectors angl industries 1n the
base vear region. but such a strategy was not developed in Srder to limit the scope
of the work required.

1A Cobb-Douglas production function involves capital. labor. and technical

change
‘\ [}
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the model “‘releases’ a percentage of the old sector (original labor
force) workers to the new sector, thus augmenung the labor
supply.2 This percentage in the RDAAP model (all model ver-
sions other than the Adjusled Planning Model} is 1.0 - (1.0 1.553)
.356 = 35.6 percent, since the targeted increase in per Cdplld

income is 55.3 percent over the planning decade.

Then,ince all variables in the Cobb-Douglas function are

assumed to be known except for the required increase in the

capital stock of the old sector, the equation is solved for this

increase. An old sector investment “‘industry” is then created, and

included in the model to represent the lump-sum investment

equired. The lesson for the planner is that even in an incre-
ental model, the old sector cannot be totally ignored.

overnment and Consumption Sectors

Government isadivided into two sectors: government purchases,
the larger sector; and government enterprises. The latter is in-
cluded as a private industry in the model matrix. The former
embodies not only local, but also State and Federal purchases.
Based on the target for per capita personal income, a government
expenditures target (for all but the Adjusted Planning Model) is

created. As a simplifying assuinption, a national average govern-

ment spending pattern for combined local, State, and Federal pro-
curement is assumed for the BMW region. The size of these

purchases is determined by the combined local, Federal, and State

tax increase estimatéd to be commensurate with the size of the

targeted increase in per capita personal income. It is assumed that

the total increase in government spending for the area will

exactly equal this estimated tax increase. For all governmental

purchases of goods and services producible in the region (i.e.. the

model industries), such goods will be produced locally only if the

model solution deems it optimal. .

The flaw in the above government (and tax) target is that there is
no internal model mechanism to ascertain whether such a target

™ ZRDAAP model production (i.e.. new sector) represents all, and only, the
increases in regional production. That is. except for the agricultural sector. no
decreases in production for the BMW region, below 1960 base-year levels, are
assumed.
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is reasonable ar attainable. That is, does the model generate endo-
genously the increase in taxes exogenously targeted? Accordingly,
a2 “taxes” row is added to the RDAAP model. In the Basic Model
version, this row represents only a “feasibility check” on the level
of government purchases. It does not actually constrain the level
of government spending to the model's *‘internally” earned level
of taxes, but merely “lists” the resulting deficit (or surplus) of
internally earned taxes in the model.

The Adjusted Planning Model, however, prescribes a balanced
budget: the level of total government spending is constrained to
equal the total level of taxes accrued. In all versions other than
the Adjusted Planning Model, any failure of the exogenously
determined tax increase (based on the targeted increase of per
capita income) to equal the actual endogenous tax increase, will
be, at least partially, a result of the model's failure to reach the
targeted per capita personal income increase.?

The per capita personal income target may not be reached, but
the consumption increase target (based on this income target) is
always achieved in the Basic Model. The model “meets” that por-
tion of consumption above its endogencusly earned income with
(implicit) subsidies from thé rest of the country. The government
deficit is similarly subsidized from outside the BMW region.

A feasibility check is introduced for the level of targeted con-
sumption spending in the Basic Model; it is similar to the check
on government deficits. This becomes an indirect check on the
targeted increase in per capita personal income in the Basic
Model. In the Adjusted Planning Model, consumption is limited
to the exact level of the model's internally earned wage bill and

_ other income, that is, consumption is limited to the increase in
per capita income actually achieved by the model.*

In versions of the RDAAP model (variations from the Basic
Model) in which income and consequently government and con-
sumption spending targets are raised successively, the results
show that these targets are not met by increased production but

The model’s internally determined ratio of the endogenous tax increase to the
endogenous increasé in per capita income could also vary from the projections
and, thus. be a further contributing factor to the difference between exogenously
estimated and endogenously accrued taxes.

“More precisely, consumption represents a fixed “average propensity to con-
sume’’ percentage of these wages and other income.
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by increased subsidies.?> Thus, the setting of income targets with-
out some knowledgc of thc region’s productive capacity—thap is,’
without some pnor run” estimate of the model soluuon-—-may
result in infeasible income and tax targets.

Other Regional Income

The RDAAP model includes an activity estimating the net level
of “other income” in the BMW region. The SRI model earns
only that portion of personal income consisting of wages and
salaries, and,implicitly includes proprietor income. In RDAAP,
however, income includes, in addition, payments from interest-
and dividend-bearing assets and Social Security transfers (minus
Social Security taxes) which togethcr can be considered as net
nonwage income. Such additional income, when added to wages
and salaries, increases the toal mcomc and consumption levels.

Planning Insights: General Observations From
RDAAP Results

This section and the following summarize some of the important
scft

RDAAP model results. Both ions address this question: What
has the model yielded that might prove useful to rural multi-
county area economic planners and officials? This section is less
detailed and describes the more general RDAAP model results

" common to most model versions. The following section depicts
results more dependent upon specific (alternative) versions of the
model and emphasizes more the detail and specific numerical
results. Readers who wish a more thorough understanding of the
RDAAP model will probably want to read both sections. Those
who desire a less thorough, although sufficient understanding of
the main results of the RDAAP model, can omit the sccend
section. , \

|

When implementing any of the six versions of the RDAAP -
model, what common planning insights arise, and of these,
which seem most crucial for area planners? That is the question
addressed in this section.

The Adjusted Planning Model does not include targets for income and taxes
and considers only those income and tax levels actually earned internally (i.e..
actually attainable) by the model.
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Objectives

The choice of regional objective greatly affects the optimal solu-
tion to the model. The nine area‘economic objectives used in
RDAAP were listed earlier in this report. Six of the objectives
(balance of payments, balance of trade, gross regional product,
wage bill, value added, and employment) gre used in all six ver-
sions of RDAAP, including both the Basic and Adjusted Planning
‘Models; three objectives (profits, rate-of-return index, and gross
regional product with labor immigration assumed) are used only
in the Adjusted Planning Model.

3

.

Perhaps the simplest objective considered is the maximization of
regional balance-of-trade surplus. This surplus is defined here to
include net wage income of outcommuters above incommuters.
This objective is similar to minimizing a foreign exchange deficit,
an important consideration and one often used in national eco-
nomic models in which foreign cx‘s’Qz;ngp is considered the most
scarce production resource. However, nless foreign exchange really
is the scarcest factor, such a strategy can be considered a mer-
cantilist notion of development.?* Therefore, it is probably, in
general, too narrow an approach to the development question,
especially for a region within a country. The historical course of
development usually shows that nations, and regions within a
country, are debtors in their early and middle stages of growth.
Thus, an objective whose concern is to minimize this debt can be
considered inferior to the ultimate goals of the region.

The original SRI model, the Kentucky Model, considered only
one regional objective—minimization of a “foreign exchange"
deficit, Spiegelman [7] believes this to be the preferred objective,
given proper specifications for exports and imports (constant
prices and fixed export limits), and for wages and interest rates.
He feels this objective will lead to a solution approximating the
perfectly competitive situation. ‘Nonetheless, planners should con-
sider a whole range of possible objectives (economic, environ-
mental, political, health, etc.) for their regions, not just the per-
fectly competitive one. Only regional macroeconomic objectives,
_however, are explored here.

N

Mercantilism tends to emphasize an area’s accumulation of gold and silver
bullion reserves and favorable trade balance for its own sake, rather than for some
ultimate purpose, such as improving the welfare of the country's citizens.
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Objective Function Values. The values of the objective functions
will be Lompared both when a function is used as the objective,
and when it is used as a constraint for another objective. How-
ever, the right-hand-side constraints for these rows are chosen so
that they cannot be binding. They serve instead as accounting
rows. There are two exceptions to this: First, the balance-of-
payments surplus igconstrained 10 be rionnegative for all
regional objectives h\cepl for the Adjusted Planning Modely;
second, in the tradeolf analysis between objectives'to be discussed ,
later in this report, one ubjccuve is opumized while the other is
varied parametrically. This section will present a more general
interpretation of the results. Selected details wnll/be presented in
later sections when discussing the various versions of RDAAP
(especially the Basic Model).

1

Most of the aggregate and detailed solution results from the
application of the RDAAP model o the BMW region tend o fall
into two groups with respect to six of the objective functions.
Among the six objective functions of the Basic Model, maxi-
mizing balance-of-trade surplus, balance-of-payments surplus,
and gross regional product are ob]ecuves that lean more toward
the interests of capital or management.”” Conversely, maximizing

the local value added, the local aggregate wage bill, and local
employment are objectives more preferred by labor. Allhuugh this
division of the six objectives into capital or labor orientation can
be understood almost intuitively from the definitions of the objec-
tives, it is confirmed also from the model output. In general, the
capital-oriented objectives yield both higher aggregate reglun.al
profits and industry-wide prolfit rates-of-return on capital ‘invest-
ment, and lower aggregate local wage bills than the labor-oriented
objectives.

The values of the objective functions can be considered for our
purposes as regional macroeconomic variables, For example, total
local employment for the region would be labeled as an aggregate
orf macroeconomic variable; total employmcnt 1n a specific four-
digit SIC manuf.nclurmg industry in the region, a disaggregated
or microeconomic variable. There is more mrmblhly among the
results for all six objectives for the regional microeconomic

The maximization of regional profits, profit rate-of-return index. and gross
regivnal product {immigrant version) of the Adjusted Planning Model would also
be included among this capital-oriented group, but the results for these three
‘objectives are not discussed here.

.« N
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variables—such as, for example, the type of manufacturing
industry selected—than for the regional macroeconomic variables.
This increased variabflity tends partially to obscure the differences ]
{with respect to microeconomic results) between the capital- and
labor-oriented groups of objectives. The division is less distinct

than for the aggregated variables. Similarly, there is more vari-
ability:in microeconomic than macroeconomic variables within

cach of the two groups of objectives.

Thus, similar levels of aggregate regional variables can mean
quite different choices of indusiry, and different relative conse-
quences for special interest groups that may align themselves
with certain types of industries. The preferred solution, or that
mix of industries and use of local resources (including labor) that
is best for the region, depends upon the planner's (that is, polit-
cal comnmunity's) criteria for “best.” Or, more generally, it

epends on a political resolution of internal confliat as, for
example, in the airport location problem noted earlier.

Employment Subtotals. While levels of employment among indi-
vidual industries vary quite widely among all six objectives,
employment totals for aggregated subgroups of those industries
vary much less. These employment subtotals fit into the same
two-group pattern as above: capital and labor orientation. Since
the Basic Model yields employment outcomes fairly representative
of all RDAAP model versions, they are described here.

The employment subtotal for manufacturing is only slightly
higher for the labor-oriented objectives than for the capital-
oriented ones. For individual manufacturing industries, the varia-
tion between (and within) the two groups is more pronounced. In
addition to the more general interpretation of the grouping of
these results—their capital and labor orientation—there is another
possible explanation. The first three regional objectives all tend
to minimize the use of ““foreign exchange,” while the latter three - -
do not (except 1o insure that the regional balance-of-payments
surplus does not fall below zero). For both of these reasons,
results would be expected to differ between the two groups.

A comparison among objectives of employment levels in govern-
ment and service industries is not especially meaningful because
of the simplifying assumptions used in the model. Variations in
the output and employment levels of the individual service
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industries occur only because of shifts in regional demand, and
are not due to gariations in external demand since no services are
exported. This assumption for services is reasonable for a small
metropolitan area.

In all model versions but the Adjusted Planning Model, the level
of government employment and the level of government activity
are set at fixed targets. The employment arget is based on the
actual increase in government employment in the BMW-qegion
during 1960-70; the government activity level is derived fro
target for increased taxes. This tax increase depends on the
required increase in personal income per capita.

‘Optimal employment levels in the agriculiural sector va
the alternative objectives; different types of farm lected in
the various solutions. For the capital-oriented 6bjectives, only
general farms come intq the solution, while for the labor-oriented
objectives, both general and poultry farms are chosen. For two of
these labor objectives—maximizing the local wage bill and the
local employment—employment in poultry farms becomes
substantially larger than in general farms, a situation resembling .
that of the actual BMW region.

Conflicts Between Objectives. With the RDAAP model, the
planner can ascertain the best set of industries corresponding 10 a
particular economic objective. These aliernauive objectives, how-
ever, can be conflicting in that a gain in one may result in a loss
in another. Only pairs of objectives are studied here. The results

show tradeoffs 10 be more prevalent betweeen a capital-oriented

and a labor-oriented objective than between any two objectives in
either group. The RDAAP nf8del can quantify the range and
extent of tradeoffs between any pair of objectives.

The tradeoff concept may be better undersiood by recalling the
production possibilities analysis of economic theory (“guns versus
butter”) as shown in figure 2. Curve a repfesents an economy at a
given technological and resource level (including labor) withall
resources fully employed. For such an economy toproduce more
butter (nonmilitary), a reduction in gun (military) production is .
required; and conversely, more gun production is possible only
with less butter production. To produce more of both commodi-
ties requires an increase in labor and other resources, technologi-
cal advance, a freer flow of labor and goods among regions, or

N
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any combination of these. Such an expansion in the economy is
represented by a shift frokn curve a to curve b.

1)
Using the RDAAP model, I computed an example of tradeoff
analysis for the BMW region (figure 8). Ircurve g, the regional
balance-of-trade surplus worsens with increasing levels of local
employment. Because of the definition of the trade surplus in this

-

Figure 2

Production Possiblilities Frontier for an Economy
(Hypothetical) |

Gunaf '

-
Butter -
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Figure 3

Objective Function Tradeoft Curve
Regional Balance-of-Trade Surrlus as Olgectlve Function,
Local Employment as Constraint Row,' BMW region, 1960-70
Regional balance-of-trade surplus (miilion dollars\)

40 —

(@) o

40 1 | | 1 J

3 40 - 45 - 50 55 60
Local employment (million worker-hours)

! with regiona! baiance-of-paymaents surplus constrained 10 2ero or above.

Movement fromgtob to g shows successive increases in
both export and labor lnéommutlng constraints, representing

an increasingly open economy with respect to commodities
and labor.
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model—net commuting wages are included—this reduction repre-
sents the loss of (net) commuting wage surplus in addition to a
asductign of exports minus imports. The movement from curve a
to b 1o ¢ represents successive increases in the commodity export
and labor incommuting limits. That export markets can absorb
large increases (at fixed export prices) is assumed possible in the
model.* If the plarthing area is quite small in relation to its
export markets—and this is the case for most small, rural multi-
county areas—this assumption seems warranted. The more
general question of a planning area’s ability to autract any export
industry to locate in the area is briefly explored in the next
subsection. “

The expansion in export markets and labor availability can be|
interpreted as representing a more open status for the region with
respect 10 the rest of the country. That is, it simulates a freer trad
in commodities and movement of labor. As a result, greater
industry specialization and increased regional production can L
occur. A shift from curvea o b 1o ¢ results in gregter cutvature \
(less linearity) in the tradeoff (fig. 3). That is, in more open

regions, the expected diminishing rates of marginal substitution

between the two goals become even mog pronounced. For a

region moving closer to an endpoint on the curve, to raise local
employment requires the loss of increasingly larger units of the .
balance-of-trade surplus. Also, as the region becomes more open.

the range of tradeoffs is much larger. :

The lesson to be learned ‘is that for more open regions, the oppor-
tunity cost of optimizing a single regiopal objective can be
relatively large. Planners may rather seck a solution near the
middle of such curves where opportunity costs are smaller and
where a compromise between competing interests is likely to be
reached. For more closed regions (e.g., curve a), the opportunity
cost is fairly constant (that is, the tradeoff curve is more linear)
and the range of tradeoffs is more narrow, so that the problem in
using an unconstrained single objective is relatively less than for
an open region. ‘

S ———_— .
BExport prices are not completely rigid in the RDAAP model, since a two-step
demand function is assumed: the outer export area has lower realized export prices
than the inner. Adding more steps would simulate a more accurate representation
of reality. However, including export demand as a continuous function (even if

linear), would lead o a quadratic, not linear, programming (ormulation.

I
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Figures 2 and 3 represent the tradeoffs involved when considering
only two objectives. When more than two objectives are impor-
tant, tradeoff curves should be constructed in more than two
dimensions. Such a technique could represent the full range of
tradeoffs for all regional macroeconomic gaals which are con-
sidered important. Also, although not shown here, the variety of
industry, and differing resource and labor requirements (by skall
level) represented by each point on a tradeoff curve, could be
presented. Moving from point o point on the same curve could
reveal changes in the mix of such microeconomic variables. As a
hypothetical example, such movement might reveal the reduction
in employment of unskilled labor and an increase in employment
of managerial labor. This redfiction in unskilled labor could be
considered the cost of increasing the employment level of -
managerial labor.

Other tradeoffs between regional objectives were studied, but no
discussion of them will be made here, except 1o note that the
largest-sized tradeoffs tend 1o be between the wade surplus and
gross regional product objectives on one hand, and the employ-
ment, value added, and wage bill criteria on the other, Conversely,
the tradeoff range between any two objectives within either group
is quite limited. These resubts, 100, can be interpreted in terms of
the capital and labor orientation discussed earlier. If the former
objectives represent more the interests of capital or management,
and the latter the interests of labor, the large tradeoff ranges be-
tween them tend 1o highlight the longstanding conflict between
the two groups. The tradeoff concepts presented in this subsection -
are explored in more detwil in [/5, /s, I7).

Attracting Industries 10 l‘e Planning Area. Depending upon
which of the alternative objective functions is chosen, the optimal
composition of industries will vary. A detailed examination of
how a regional planner or Chamber of Commerce could “induce"
groups of industries 1o locate in the area in order 10 meet the
chosen objective is beyond the scope of this bulletin.

‘I'he RDAAP model has been augmented, however, by the addi-
tion of a regional gbjective that maximizes total regional private
profits. This objecgite can lead 1o a group of industries that is
relatively more attractive from an outside (or local) investor's
point of view, than groups of industries corresponding 1o other
regional objectives. That is, it is assumed that the solution




'4’ ~ - i v‘A P @ . 4 Ll 3 3
resulting from the profit maximizanon oBjective yields industries
more profitable as a group and, thus, relatively more attractive to
s investors. ’

Similarly, the objective function of maximizing the industry-wide
profit rate-of-return index yields ay industry solution which
might also be relatively aurs@tive 1o potential area investors. This
second objective, however, has not proved as potentially useful as
the first. : ) .

When these two objectives are not used as objective functions,
and “are included as nonbinding constraints, their row values help
determiné the relative atraciiveness of industry groups to inves-
tors. The result of these comparisons is that the capital-oriented
objectives result in regional industry mikes that are more
profitable as a group than the industry mixes associated with the
labor-oriented objectives. For.example, in the Bafi Model,

: regional profits range from a-high of $29 million for the gross

regional product obective o ailow of about $25 million fot the

local wage bill objective, Planners must be aware that it may be {

relatively easy to attract industries 1o meet an objective when ex:’

pected profits are high, but that the indusiries required to meet

another objective for which expected profits are lower might not

be as interested, as a group, in locating in the area.

A third investors' calculation was made as well, yieldinga .
regional industry-wide profit rate of return on investiment (total
regional terminal-year profits divided by total regional capital “
© invested over 10 years).® For the Basic Model, the rate of return
ranged from a high of 15.2 percent for the trade surplus objective =+
to a low of 12.3 percent for the local wage bill objective. The per-
centages for the capital objectives were consistently above those
for the labor objectives. All things being equal, one would expect
., higher such ratios 1o be preferred by investors over lower.

According to Spiegelman, minimizing the regional “foreign
exchange’’ deficit should yield results most closely related to those
of perfect competition (7, p 144]. Therefore, the results for the
regional industry-wide profit rate of return on investment seem

-

“ How can this third investars’ calculation be further interpreted?
|

™ he regional profit rate of return on capital investment is not calculated as a
muodel 1ow, but rather from the fesults of the optimal wlution o the mindel and.
thus, cannot be used as an objective fundtion, N
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reasonable. That is, the industry-wide rate of return is highest for
- the maximization of the regional balance-of-trade surplus, which
is a similar obj&tzive to that of minimizing the use of foreign
exchange.

In competitive equilibrium, the average value product of each
factor of production is~highcr than it would be under any other
alternative economic system. Similarly, one would expect each
average value product in the linear programming competitive
solution to exceed that obtained from any other linear program-
ming solution. Factor remuneration (for example, “wage”’ for
labor, and, “profit” for capital) equals both marginal and average
value product in such equilibrium. If capital (i.e., 10-year invest-
ment total) is considered a factor of production, and profit (i.e.,
10th-year total regional profits) its factor payment, the ratio of

the latter to the former—the industry-wide profit rate of return on
investment—should be largest for thé competitive solition of the
regional model. (The topic of attracting industries to the planning
area is further explored in [22], although a différent version of
RDAAP—Adjusted Planning Model was used, in which, the.,
“‘competitive solution” interpretation cannot be made.)

In short, it seems re3sonableifor investors to be attracted to
industry groups that yield higher regional profits, given an
\?:cquate industry-wide profit rate of return on investment. If

iture decides beyond the planning decad€ of the model are con-

sidered, it inay make sense to focus gn regional profits totals

‘ rather than on industry-wide rates &f return only. For example, a
larger area profit (or rate-of-return index) level, even with perhaps
a lower profit rate of return for the area, may portray a more

i accurate picture of investor preference. The mix of industries cor- —

responding to such a solution may be easier'to attract to the area,
reducing the financial burden of regional tax incentives,
infrastructure development, and so on (supply side of growth)
needed to induce these industries to locate in the planning area.

But this is as far as this analysis can go hecause of the absence of
a true interregional mechanism in the model. The RDAAP model
Is intraregional, not interregional, and simultaneous determina-
tion of optimal industry groups among all regions is not possible
with this model. Hence, no conclusions can be made from the
model with respect to comparisons of these three profit criteria
|among regions. :

B
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A related’question of whether regional economic growth comes at
the expense of other regions is also ignored in this analysis. This
seems reasonable because the planning region is assumed to be
very small compared with the Nation as a whole. '

Industry Economic Characteristics

For RDAAP or other similar models, the solution results for
industry or exports may prove insufficient for the regional
planner. Consider the manufacturing sector in thg RDAAP
-model, which contains only 56 individual export industries from
which the model is to choose. Most of these industries are at
_approximately the four-digit SIC level, only 56 of the total of
about 450 four-digit SIC manufacturing industries are included in
the model.

An optimal solution, given a particular objective function, tells
planners which industries are best. But how can planners state
that a particular industry (or group of industries) is best if they
consider only about 12 percent of the possibilities? Yet expanding
the model to include most of the possibilities xould be prohibi-
tively costly, time consuming, and unwieldy. -

At least 50 percent of the manufacturing industries that actually
increased employment in the BMW region during the 1960-70

. decade were not included among the 56 RDAAP model (SIC) ex-
port industries. If one views industries only by their SIC number,
or product type, such a result might limit the value of the model
for area economic planning.

_',- Regional planners, however, may view the_problem in a different
light, They are more interested in the economic characteristics of |
the export industry selected by the model’s optimal solution than
the specific SIC number. Fhey prefer information on whether the
industry is light or heavy, capital or labor intensive, clean or
dirty, high or low wage, and so on before they (representing their
political jurisdiction) select i¢. For example, a chicken-plucking |
plant, proposed by industry executives, was rejected by a commu-
nity in Oklahoma because it had an undesirable characteristic—
an unpleasant odor.*® This*also reveals another consideration—

I
1

‘ s9Such a characteristic (environmental) is not available in the RDAAP model as
it presently exists, nor is it among the industry chatacteristics studied here, but a
separate research study could add such a consideration to the model.
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specific industrial plants, not a representation of an aggregated
four-digit SIC code classification, locate in an area. The four-
digit SIC classification (defined by product type) is broad with
respect to product mix, plant and firm type, input-output coeffi-
cients, and other industry economic characteristics. Planners can-
not know whether a plant is “representative” of a selected
(optimal) four-digit SIC category (with respect to the ‘‘average”
value of th®oefficients or economic characteristics of that SIC
over all plants or firms comprising the SIC category). This prob-
lem is a manifestafion of the industry aggregation problem,
common in all economic modeling.

¢

Thus, industries should be considered not only by the type of
product they produce, but also by their industrial economic
characteristics such as capital/output ratio, capital/labor ratio,
profit fate of return, value added/labor ratio, and so on. Rather
than asking the linear program to select only which products
should be manufactured, it is sometimes more fruitful to ask
what industry characteristics contribute most to achieve the
program objective. J ’

Multiple Regression. Planning insights into critical economic
characteristics can be obtained by use of multiple regression
analysis on the manufacturing export industry valuations (that is,
the “‘shadow prices” and “‘reduced costs” in linear programming
terminology).3! This topic has been described in detail in [18, 19).

The results for eight of the nine objective functions of the
Adjusted Planning Model—excluding gross regional product (im-
migrant version)—are presented here. The method used is as
follows: for a maximization objective such as-for gross regional -
product, the export commodity shadow price measures, all other
things being equal, the increase in value to the region (in terms
of the objective function) of an extra unit (§1 million) of that
export. ‘‘Negative” shadow prices, labeled reduced costs (i.c.,
those industries yielding decreased values to the_region), pertain
to those export industries not included in an optimal solution;
that is, industries not among the set of optimal industries. The

$'Multiple regression analysis is a statistical technique that esuma;“es the effects
of a number of causal, or correlative factors (independent variables) on the value
of another (dependent) variable.
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positive and negative shadow price measures the contribution of a
small change in the level of an activity to the region’s objective.’?

Nine¢ industry characteristics are chosen to explain the size and
sign of the generalized shadow prices.?® These characteristics are
regressed against the generalized prices. The resulting regression
coefficients relate industry characteristics to regional objectives.
They may indicate, for example, that to increase gross regional
product, plants that exhibit low ratios of capital to output need
to be attracted. : ; -

This procedure has two advantages. It reduces a larger volume of
computer printouts down to a few summary formulas. And it
translates the results of the analysis from the less useful language
of industry products to the more useful language of industry
characteristics.

Multiple Regression—Results. The specific results obtained using
this statistical method can lead to substantial insights for the
planner in prescribing optimal etonomic development. These
specific results include the value of the multiple R? and the levels
of the partial regression coefficients.
For all but one of the eight regional objectives (i.e., for all but
one of the corresponding generalized export shadow prices used
as dependent variables), the amount of explanation represented by
the multiple R? value ranges between 0.61 and 0.84.%* There are
101 observations and nine independent variables.*® The multiple
R? values are significant at the 1-percent level or better, while the
results discussed for the partial coefficients are significant at the
.-25-percent level or-better. Many .of these-partial-coefficient results
are also significant at the 5- or 10-percent levels. ‘

For each of the eight objective functions (regressions), a separate
“residual plot” was obtained for the 101 cases in the sample.

20Originally 15 explanatory variables were considered, but these were reduced to
nine 1o reduce the possibility of multicollinearity by eliminating variables
exhibiting high pairwise correlations. ]

$The “positive” and "negative” shadow prices explained above.

For the total regional profits objective, multiple R? = 0,43,

35The 101 observations correspond to the 101 manufacturing export activities
consisting of 56 four-digit SIC manufacturing industries shipping to an inner
export ring, at a lower transport cost, and 45 of those same industries shipping
also to an outer export ring, at a higher transport cost.
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Each plot records the (standardized) predicted dependent variable
on the horizonual axis, versus the (standardized) residuals meas-
uring actual values minus predicted values on the vertical axis. If
the regression equation is specified adequately—as, for example,
in its assumption of linearity —the scatter of plotted points should
show a fairly symmetrical (similar) pattern in the four quadrants
around the origin.

Such a symmetrical pauern obtains for all objectives but the itwo
profit-type objectives—maximization of total regional profits and
rcgional rate-of-return index For each of these two regional ob-
jectives, there is some indication of linearity in the residual plot;
this pattern is more discernible: for the rate-of-return index
objective than for the regional profits objective. For each of these
two objectives, the relationship between dependent and independ-
ent variables may be better modeled as nonlinear, than linear.
However, because this problem is not overly severe, the linear
formulation (specification} was retained. Nonetheless, this
suggests that the regression results for these iwo objectives may
not be as accurate as for the other six objectives.

The results show an overwhelming importance of lower transpor-
tation costs in improving the desirability of export industries,
almost irrespective of the regional objective, chosen. Industridl
location theory in regional analysis has exhibited a historical pre-
occupation with transportation cost. The results from this study
support this focus. Using standard deviation units for both
dependent and independent variables, a decline in transport cost
leads, in general, to the largest relative increase in generalized
shadow price.

Managerial labor, as a percentage of an industry’s total employ-
ment requirements, is the next most important explanatory factor
in determining the desirability of an export industry. For all
eight regional (maximization) objectives, as the managerial labor
proportion rises, the value of the objective falls. This can
be explained by the shortage of managerial labor in’t djusted
Planning Model, the specific version of RDAAP whose ession
results are discussed here. In general, other model versions yielded
similar results for scarce labor skills. In view of the high oppor-
tunity costs of managerial labor, one would expect the model to
choose those industries that use less of this resource.
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The skilled labor percentage of an industry’s total employment
shows an effect similar to that for managerial labor, but for only
wwo of the eight regional objectives—gross regional product and
local value added. Although skilled labor is not as scarce in the
model as is managerial labor, the same (shortage) type of expla-
nation still applies. '

The capital/output ratio is generally the third most significant
variable, 25-percent significant or better, in all eight regional
objectives. In all but the two profit-type objective functions—total
regional profits and regional rate-of-return index—increaged
capital intensity leads to lower levels of the regional objective.
This result is consistent with the cottage industry type of develop-
ment characteristic of more rural or underdeveloped regions.
Increased regional profitability, however, seems to be linked to
industries with higher capital/output ratios.

Another important finding concerns the value added/output
ratio. For most objectives, a higher industry ratio increases the '
value of the objective. However, the two regional profit-type cri-
teria reveal an opposite effect. For example, as the value added/
output ratio rises, regional profits fall. Since the value added/
output ratio is highly pairwise correlated with the wage/output
ratio (or aggregate wage), value added/output perhaps can be
considered a surrogate for wage/output. Thus, industries that pay -
out a larger percentage of their output in wages tend to improve
most of the regional objectives, except for the regional profit-type
objectives. This represents a dilemma in that the best industries
for regional profit maximization are diametrically opposite of

~ those required by most other regional goals.

 The value added. labor ratio—perhaps a surrogate for the wage’
labor ratio (or average wage rate)—is also an important variable
in all eight objective functions. In all regional objectives but
one—the rate-of-return index—industries of higher labor produc-
tivity vield increased values of the regional objective.

Both of these variables involving value added tell the planner
that, in general, the best industries for an area tend to be those
that pay higher wages, both in aggregate wage and in average
wage rate. Thus, the usual “shirt factory” industry type of em-
ployment, with its low aggregate. wage, and especially, low
average wage rate, which is often attracted to rural and southern
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areas of the United Suates, is not the preferred type of develop-
ment for most regional objectives.

The industry variable measuring. imported inputs per unit of

output is the final independent variable statistically significant
-among many alternative regional objectives. It is significant for ..
all but the two profit-type objectives—regional profits and rate of
return index. The values for all other (non profit-type) objectives
improve with industries of higher import costs. This suggests

that an increase in regional specialization is desirable; that is,
attracting industries with increased ratios of imported inputs.

This finding for the industry import cost perhaps can be ex-
plained or interpreted according to the analysis of Hirschinan (2}
He suggests that the best way 1o achieve increased growth in an
underdeveloped country (or region) is 1o pursue a policy of
auracting industry in which merely the “finishing touches’ are
put on the disassembled imported inputs before they are re-
exported. This implies a high percentage of imported inputs
relative to the value of the final export product.

Other industry economic characteristics exhibit a statistically
significant effect, but for only one or several regional objectives.
Therefore, the policy recommendations derived from them are not
as universal. Accordingly, these examples will not be discussed
here but see [1¥, 1Y]. .
The multiple regression analysis presented here, as well as the
objective function tradeoff analysis, can both be used 10 illumi-

nate the inevitable conflict among alternative regional goals. For
example, conflict can arise i igh regional wage bill, full local
employment, and high regioghal profits are all desired goals. The
proper planning prescription then becomes unclear. While the

choice of industries with low capital output ratio and high value
added ‘output ratio tends o decrease aggregate regional profita-

bility for the area’s private industries, such a strategy also causes

the local wage bill and local employment levels 1o rise. The

region, therefore, must establish priorities among objectives before “
it can choose effective means to reach its objectives.

Agriculture

The optimal solutions for all model versions show that the con-
version of all agricultural land in the regressive (lower income)

40
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sector to progressive (higher income) farms is always beneficial,
regardless of the regional objective. The fact that all optimal
solutions yield total conversion of the regressive sector indicates
that regional rural development should involve not only indus-
wrialization, but also a substantial improvement in the agricul-
wural sector. The crucial importance of agriculture has recently
been discovered by such third-world countries as India, where
industrialization, which shortchanged the resources applied to
agriculture, was seen by some as the sure road to progress. -

The RDAAP model uses secondary data as contained in the 7964
U.S. Census of Agriculture rather than using primary data from
the BMW region-in constructing the agricultural sector.** For the
BMW region, such secondary data are sufficiently “area’ specific”
to construct farm activities using data from Washington and.
Benton Counties. This methodology using area-specific agricul-
wural data makes it much easier to adapt the model to other
multicountry rural areas in the United States. ‘
A common result for most RDAAP model versions and regional
objectives is that only poultry and general farms are included in
the solution. This result tends to support the model in that
poultry is the leading agricultural activity in the BMW region.
Also, only cropland is fully used while the three pasture cate-
gories remain up to 50 percent idle, indicating the model’s high
valuation (shadow price) on cropland (and crops), relative to pas-
ture, hay, and pasture feeding animals.*’ For a more detailed pre-
sentation of the methodology used to construct the production
activities in the agricultural sector of the model, see {/4]).

_¥An interesting note is that the published data (national data for farm
machinery and cquipment, State data for farm service buildings) show the capital.’
output ratios tw be higher for regressive than progressive agriculture (1934 U:S.

Census of Agriculture for the former, and USDA Farm Income Situation, August
1968, for the latter). Therefore. agricultural progress is not always associated with
increasing (relative} use of capital. Better organization of the farming operation
and larger farm sizes are shown here to be more important. ;

37The somewhat unreasonable result of so much idle pasture represents a
problem with respect to the rigidity of linear programming. However, it could be
significantly alleviated by including activities (and relevant costs) 1o convert land
from one type 10 another. But this is not attempted in any of the RDAAP model
variations. Nonetheless, this result is consistent with the fact that pastureland is
not used to capacity in the Ozarks.
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Exports and Increasingly Open Economies

Successive increases in potential levels of both exports and labor
incommuting can simulate what happens when an area becomes
increasingly less isolated, and more open and integrated with the
rest of the country. An earlier section examined tradeaffs between
alternative regional goals which can be explored with this type of
simulation. This section explores other general results of the
simulation. In later sections—Basic Model (Expanding Regional
Trade) and Adjusted Planning Model—more detailed results of
this type of expansion will be presented.

When manufacturing export limits (constraints) are relaxed to
very high levels from the inital relative lower base levels,* and
the levels of labor incommuting permitted are greatly increased as
well, the resulting industry spectrum in the model solution is
specialized beyond what may be realistically obtainable or desir-
able for the planning area. This result is partly a reflection of the
tendency of open economies to specialize and partly a problem
with the assumptions of linear programming. If unconstrained, a
linear programming solution selects 100 much of the same
things.” In its linear world, costs and revenues of an industry
remain constant, in opposition o the real world sequence of
increasing, then constant, and finally diminishing returns. Export
limits, at reasonable levels, such as are used inf\ghe base levels (see
footnote 38) in the RDAAP model, are a means'f coping with
this problem. Or, more complex production functions of alterna-
tive scales could be added to the linear model to render it, in
essence, less linear and, thus, somewhat more useful and realis-
tic.* This lauwer procedure is not undertaken in the RDAAP
model analysis.

BUsing a techmique vielding very approximate results, my estimates of these
base levels for exports represent what might be the tegion's natural share of the
export market for each commodity. Therefore, these estimates can be considered as
no more than “ballpark’ figures.

YThat 1s, the model would include several production functions for each indus-
try, cach with a different set of input coefficients 1o reflect varying relative costs
and scale effects at each increasingly larger production level. After cach such level
is reached, the model would permit incieased production by that industry only if
it used its “"next” production vector for that industry.
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Planning ufhu. Specific Observations From
RDAAP Resuls .

This section is divided into six subsections, corresponding to the
various versions of the RDAAP model. Comrnents in the pre-
ceding section were usually general and tended 0 be valid for all
model versions, whereas many of the results in this section are
specific and hold wue qnly for a particular version. This section
presents some of the detailed numerical results of the various ver-
sions. The reader not interested in such details, may skip to the
concluding section of this report.

The six RDAAP model “?mionl in this section are as follows:

First, the Basic Model, as was described earlier.

Second, the Expanding Regional Trade version, which is
the Basic Model extended by successively increasing both
manufacturing export and labor incommuting limits.

Third, the Income Target Increase and Decrease version,
“ which includes successive increases and decreases in the
income target. : )

Fourth, the Total Model,-which alters the simple Basic
Model by adjusting all rows, columns, and coefficients
which pertain to the incremental model in order to reflect
a total model. That is, the total concept assumes the build-
ing of the region "from scratch.”*® Since this version is a
terminal-year model, as are all RDAAP model versions,
only the current production and the expanded capital
requirements for the terminal year are included. )

Fifth, the Planning Model, is essentially the version of the
model as developed by SRI. .

Sixth, the Adjusied Planning Modél. described earlier, is
built on the Planning Model foundation.

#1n the base year of the planning decade. a zero level of regional capitwal stock is
assumed.
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These final two model variations are the planning versions of the
RDAAP model. Table 2 lists selected structu¥al details of all six
versions of RDAAP.

Basic Model .
The simple Basic Model was used to test whether optimal levels
of employment could forecast actual employment growth in the
BMW region over the decade of the sixties; the levels match up
rather poorly with respect to industry types (SIC codes).*! Levels
of employment cannot be expected to correspond well since high
levels of labor outcommuting (i.e., levels beyond what may be
realistically expecied) are observed in the Basic Model.¢* Hence,

, percentage shares of local employment levels in the model versus

actual share results for the region are the figures compared. Here,
too, the correspondence is poor. None of the six regional objec-
tives of the Basic Model can be said 10 have predicted better than
any of the others.

Comparison of Basic Model and BMW Region Employment in
the Manufacturing Sector. For the manufacturing sector as a
whole, the percentage of total employment ranges from 24 10 29
percent over all six regional objectives; for the area, the actual
proportion of manufacturing in the growth increment was about
36 percent. The model, therefore, underestimates the actual
growth of manufacluring.

For four-digit manufacturing industries, the matchup is also
poor. due partly to the relatively small number (64) of manu-
facturing industries in the model. Slightly over 50 percent of the
region’s actual four-digit SIC manufacturing industries are not
included in the model.** As a result, 44 percent of the region's

“This problem might be substantially reduced if one would look at industey
economic characteristics. rather than only at product type (SIC's). Due 1o a lack of
data, such model/actual comparisons based on indusiry economic characterisiics
were not implemented (18, 79). :

Labor incommuting but not libor vutcommuting is limited in the simple
Basic Model. The latter assumption prevents the model’s internal shadow price)
wage for any labor skill from falling to rero if it is in surplus.

"The area theuretically can obwin industries from approximaiely 450 four-digit
SIC manufacturing industry categories.
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Table 2—Selected structural details of the six versions of the RDAAF model

Six Versions of RDAAP: ’ Simple Basic Model
Basic Model (Expanding Regional Trade)
Basic Model (Income Target Incréase and Decreasc)
Total Model

Planning Model
Adjusted Planning Model

Alternative regional objective functions: Their usage among model versions

1
Regional objective In the Adjusted Planning Model In the other five model versions

Regional baland-of-paymc‘ls Used as objective function or Used as objective function or as

surplus ’ as constraint row constraint row
Regional balance-of-trade Same as abov® -~ Same as above

surplus. e T
Gross regional product ' Same as above Same as above
Local value added Same as above Same as above
Local wage bill Same as above Same as above
Local employment Same as above Same as above
Regional profits Same as above Used as constraint row only
Regional rate-of-return index Same as above ; Same as above
Gross regional product Same as above Not considered in these mo del
" (immigration) versions

Continued~—
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Table 2—Selected structural detils of the six versions of the RDAAP modcl—(:ommued

-

Selected changes in constraints and activities among model verslons

-

Manufacturing expart
constraints

Labor incommuting
constraints

Labor outcommuting
consiraints

Labor supply (right-
hand-stde portion)

Labor supply (re-
leased labor) Py

Number of labor
ransfer activities

Per capita personal
income target

Number of column and
row activities

Simple Basic Mode!l
Base levels (incremental approach)

Base levels (incremental approach)

None ~
Actual growth in BMW region labor
supply

Fixed (target) ruon from old
sector; variable portion from
regressive agncullure

One

Same as BMW region, 1960*70
394 columns, including RHS

column; excluding slack vectors;
365 rows

Basic Model
(Expanding Regional Trade)
4 lterations (4, 8, 12, 16 times base
. level) v ‘
1 iterations (2, 5, 8, 12 times base
level) .
None

Actual growth in BMW region labor
supply

Fixed (targev) Kuruon from old’
sector; variable portion from
regressive agriculture

One

Same as BMW region, 1960-70
394 columns, including RHS

column, cxdudmg slack vectors;
365 rows

Continued—
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Table 2—Selected structural details.of the six versions of the RDAAP model—Contiriued”

Sclected changes in constraints and activities among model versions

Manufacluring export
constraints

Labor mwmmuung

consiryints
Laborpugcommuting
constraints
Labor supply (right-
hand- sm e pomon)
Labor supply (ve- .
leased rboyr) !

Number of labor
transfer activities
Per capita personal
income target

*

Number of «jt?lumn and
TOW activities

Basic Model
. (Income Target
Increase and ‘Decrease)

Base levels (incremental approach)
Base levels (incremental approach)
None

Actual growih'in BMW region l.nbor

suppr

Fixed {target) portion from old
sector: varjable portion from
regressive agriculiure

One

4

4 SU((PSSI\(‘ lll(l(’d&LS: 4 successive

decreases from that of simple Basic

Model .

394 columns, mcludmg RHS
column, excluding slack vectors:
365 rows

'&olal Maodel

Basc Jevels (total approach)

Base levels (’u’:)lal::pproa(*h)

None

Actual BMW region lz‘nb(); supply

None

One

Same as BMW region, 1960-70 (with

total approach)

390 columns, including RHS .

column, excluding slack yeetors;

359 rows
»

Conlinved—
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- Table 2—Selected ;tmctiual dgtails of the six versions of the RDAAP mod;:l—-cominucd.

ScTécle changes in constraints and- activities among model versions -

- Manufacturing export

constraints

Labor incommuting
constraints

Labor outcommuting
constraints

Labor supply (right-
hand-side portion)

Labor supply (re-
leased labor) 9

Number of labor
transfer activities

Per capita personal
income tayyget

Number of volumn :}f,d
, TOW aclivities

Planning Model _

Base levels (incremental approach)
Base levels (incremental approach)

None .

Uses SRI projection technique for -

labor supply by skill level
Fixed (target) portion from old

sector; variable portion from ~

regressive agriculture
One
Same as BMW region, 1960-70

ra

394 columns, includipg RHS
column, excludingr
365 rows ‘

slack vectors;

Adjusted Planning Model

Base levels (incremental approach);
2, 3, 4, 5, 6 times base levels for
iterations 1-5, respectively

Base levels (incremental approach); -
6. 12, 18. 24, 30 times base levels for

iterations 1-5, respectively

5 percent of model’s labor supply .
level for each labor skill

Uses SRI projection technique for
labor supply by skill level

Varies depending upon size of wage
bill plus “other income*’ in model;
variable portion from regressive
agriculture

Six

No target; varies depending upon size

of wage bill plus ““other income"”
in model

400 columns, including RHS
columns (2), excluding slack
vectors; 370 rows
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observed growth in manufacturing employment is in industries
not incorporated in the model.*

" The correspondence improves only very slightly at the three-digit
and the two-digit SIC classification levels. This limited improve-
ment can be explained by the successively increased “‘potential”
for matchup. But at these aggregated levels, the matchups have
less meaning and precision. Two industries classified as different
at the four-digit level, but which fall into the same three-digit
category, would probably have less in common than two
industries in the same four-digit classification.

Some four-digit level employment comparisons in the manu-
facturing sector follow. Poultry processing, an extremely
important activity in the area, represents about 21 percent of the
region's manufacturing employment and about 7 percent of the
total employment in the region. However, the largest
corresponding percentages for the model are 3.7 and 0.9, respec-
tively (for the local employment objective). For the value added
and local wage bill objectives, poultry processing is not in the
solution at all. . »

The second largest manufacturing industry in the area is for

motors and generators, but since there is no such industry in the \
model, no prediction of this industry is possible. The third
largest in the area is knitting mills (except knit fabric mills)
which is in the model solution for only on€ of the six regional
objectives (the local employment objective) at only one-fourth the
actual level for the region.

Conversely, the refrigeration machinery indusuy is the largest (in
terms of employment) and most important in the model (largest
shadow price) for all regional objectives, but does not exist in the
area. Even when this industry is considered at its three-digit
level—service industry machines—there is very little correspond-
ing regional employment.

There are a few idolated examples of a good fit at the two-digit
level, but overall the correspondence is not much improved from

#If one looked at the economic characteristics of the region's industries, and
compared them to the corresponding model industry characteristics, a lack of
potential for SIC code matchup would be less important (see footnote 41).
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the three-digit or four-digit level. Thus, in general, the aggrega-
tion of industries improves the model’s predictions very litle.

Comparisons of Service, Government, and Agricultural Sector
Employment between the Basic Model and BMW Region. The
model is a poor predictor of service sector employhenl Among
the model's six alternative objectives, the service cmploymcnl
percentages remain relatively unchanged. This is not surprising
since there are (assumed) no exports or imports of model services.
Thus, the only changes in service demand can arise from changes
in intraregional interindustry demand.

Prediction by the model of the actual increase in government
employment for the region has no meaning because the numnber
of government employees in the (Basic) model is defined as the
actual increase for the region.

L]
The dgruulluml sector shows a net employment change (pro-
gressive minus regressive sector) that is gencmll\ in the same
direction as that of the region. The area’s agricultural employ-
ment declined in the sixties. The model predicts a net decline in
agricultural employment for all objectives but the local employ-
ment objective. Thus, the model to some extent describes or
predicts the area’s agriculwural employment decline.

Employment Comparisons by Sector between the Basic Model
and BMW Region—Conclusion. The conclusion that one can
make for planning purposes, in view of those generally poor
predictions. 1s to rely less on specific médel (SIC) detail, and
more on industry economic characteristics when making com-
parisons between actual and model industries. That is one reason
that many of the findings in this report are discussed in general
terms rather than in specific numerical or industry detail. Poor
prediction, however. does not necessarily imply that the I'I)Odt'l
solution would have been a poor prescription for an area's
economic development.

Comparing Unconstrained and Optimal Levels of Each Regional
Objective. There are six objective functions in the Basic Model.
When one is maximized. the other five are unconstrained or
constrained to be above a minimal level. In this section, only
balance-of-pavments surplus is constrained. Comparing the
resulting levels of unconstrained function values of an objective
with its feasible maximum is informative. For the Basic Model,
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the regional balance-of-payments surplus for the capital-oriented
objectives is around $12 million, compared with a possible
maximum of $13 million.* For all labor-oriented objectives, the
balance of payments falls to its constrained floor of zero. The
regional balance-of-trade surplus, similar to the payments surplus
but not augmenjed by net investment and profits flows, shows a
similar pattern. When the trade surplus is maximized, the trade
deficit is about $19 million; when the balance of trade is
unconstrained under the maximization of the local wage bill, the
trade deficit rises to $36 million.

Gross regional product, which is defined here to include in the
“foreign trade’’ sector the net wages of outcommuters above
incommuters, exhibits values that cluster at a substantially higher
level for the capital objectives than for the labor objectives. Its
range of values is from a high of $19] million for the gross
regional product objective to a low of $177 million for the local
wage bill objective. However, if outcommuting labor wages are
not included, gross regional product for the labor objectives
slightly exceeds that of the capital objectives (except for the local
wage bill objective). Apparently it is only the sizable levels of
labor outcommuting receipts that enable the. capital-oriented
objectives to achieve a greater gross area product than the labor-
oriented objectives. i *
If sizable levels of labor outcommuting* are not acceptable, then
the above results for gross regional product provide some
evidence of the desirability of (1) labor-oriented rather than
capital-oriented regional objectives, and (2) objectives that use
such labor resources locally with less reliance on' interregional
exchange. The pattern for aggregate value added and regional
wage bill (when outcommuting wages are included or excluded)
is similar to that for gross regional product. )

For local employment, the capital objectives’ employment
opportunities in the region are about 6 million worker-hours
fewer than the labor objectives’. However, when the h
outcommuted labor is added to the local employment total for
each objective, each result, by definition, will be the same: the
total local resident labor force.

8 All dollar values are in 1963 constant dollars.
%The implication of these large levels of labor outcommuting will be discussed
shortly. N

i
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Labor Gutcommuting. The Basic Model yields high levels of

labor outcommuting.*’ In view of this, most regional macro-

economic variables, such as regional wage bill, regional value
added, etc., are listed in two forms—with and without wages

accruing to labor outcommuting. Ce

What would represent a reasonable level of labor outcommuting?
According 10 Berry, no more‘than 5 percent of the labor

force outcommuted from the BMW region (Fayetteville) in 1960
[1]. Accordingly, the residual resulting from deducting this 5
percent from the level of labor outcommuting in the optimal
solution, can be considered as an approximate indicator of
regional unemployment. However, 10 insure that the internal
prices (shadow prices) of labor skills in the model do not fall 1o
zero, the model permits an unlimited potential for labor
outcommuting. That is, the model does not limit the external (10
the region) wage opportunities.** This represents a more realistic
model solution since, in reality, labor wages are not zero.

The above 5-percent labor comnmuting level can perhaps be
considered as the "natural” level of labor outcommuting. But
even with the 5-percent deduction, the level of "excess” out-
commuting, or unemployment, is high in the Basic Model. This
is troublesome because the constraint levels for exports and
incommuting lubor assumed in the Basic Model were [elt to be
reasonable.** However, as will be discussed later)in this report,
the very modest changes incorporated in the Adjusted Planning
Model greatlv improve this result (i.e., reduce inemployment).

Labor by Skill Level—Supply and Demand Patterns. The
excessive level of labor outcommuting (unemplovment) in the
Basic Model suggests that the optimal results use a different

“In the SRI model, all outcommuted labor was assumed o be uncmployc(f, and
the vutcommuting wage sum based upolkrcscrva(ion prices for the wage rates)
was deducted from the total regional produer.

“Only if the regivnal vbjective is measured in dollar units will the shadow {wage)
price also be in dollar units. Thus, 4 shadow price wage need not necessarily be
calculated in units of currency. as would be typical for a wage in a money economy.

“*In extensions of the Basic Model, these constraints are successively increased.
The base-level export constraints represent a very approximate calculation for
export markets based on very rough estimates of the historical export shares of the
area industries.
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pattern of labor skills than actually prevails in the area.’® Again

~ this shows that the Basic Model is an inadequate predictor of the
actual BMW region. Table 3 summarizes the pattern of labor use
and availability in the model for the objective of maximizing the
regional balance-of-payments surplus.

Table 3 is divided into two main sections—the BMW region and
the RDAAP model. The first two rows of percentages for the BMW
region are from table | and give the percentage breakdown by

skill level of total employed labor in 1960 and 1970. The third

row is the percentage breakdown of employment growth'in the
region between 1960 and 1970.

The second section (RDAAP model) gives, first, the total labor
supply included in the model. For the Basic Model, this supply
includes not only the 1960-70 regional labor growth (row 3 of the

table), but also additional labor (explained in table 3 footnotes)
due to productivity growth in the old sector, to technical and
organizational change in agriculture, and to incommuting. This
sum then represents the (Basic Model) supply of labor available
to the model; it differs from the BMW region growth of labor
alone, as can be seen by comparing the percentages in row 4 with
those in row 3 in table 3. The model's growth in labor supply for
unskilled and, especially, skilled labor, relative to the model's
total growth, is larger than that for the region; the model’s
growth in supply is smaller for managerial and, especially,
clerical labor.

The demand for labor in the Basic Model (row 6 in table 3),
consists of the total percentage use of labor in the model,
excluding labor outcommuting. When' outcommuting labor is
included (row 7), the demand percentages equal, by definition,
the supply percentages (row 4). Comparison of these labor
demand and supply percentages (rows 6 and 4) reveals a poor
matchup between regional labor supply and demand of the Basic
Model. The differences are accounted for by commuting.

The labor supply (row 5) and demand (rows 8 and 9) for the
Adjusted Planning Model are defined somewhat differently as

3 The actual inarease in the labor supply for the BMW region is not exactly identical
10 the model's toal labor supply because the laiter includes “released.’ labur from both
the old sector and regressive agriculture, and from limited levels of tncommuting
labor. This extra supply isadded o the actual growth in labor supply by skill level for
the BMW region to form the model's total labor supply.
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Table 3—Growth in employed labor force, by skill level, 1960-70,
actual compared with model {

Item Managerial Clerical Skilled Unskilled Total .

Percent ‘
BMW region' . ‘
1960 (total) 18.5 8.6 46 , 284 100.
- 1970 (1oual) 20.0 12.6 40.1 27.3 100.
1960-70 ‘
(growth) 235 21.9 299 24.7 100,
RDAAP model?
Labor supply,
1960-70
Basic Model® 19.6 15.2 39.1 . 26.1 100.
Adjusted 1 \
Planning
Model* 13.8 14.7 228 48.7 100.

L’Ibor df'nando
1960-70
Basic Mndel
Plus out-
commuting
labor

Adjusted
Planning
Model® 15.0 15.9 248 4.3
Plus unem- ~
ployed labor  13.8 14.7 228 48.7

'Calculated from [9).

For the objective of maximizing the regional balance-of-payments surplus.

'This row includes the actual increases for employed inbor for the BMW region
(1960-70), plus the “released’ labor from the 1960 BMW region (old secior), plus
the “‘released’ labor from ltgnuive agriculture. It also includes (model)
incommuting labor, which is constrained to be less than or equal to 5 percent of
cmploymem growth (1960-70). by skill level, in countics contiguous to the
BMW region.

“This row includes projected, not actual, employed labor increases for the BMW
region (1960-70), plus labor transfers between skills vin (constrained) tranafer
activities for the Iabor skills. Additional labor supply sources (although not
necessarily labor supply lmb) are ideintical to those in footnote 8 of this table.

*Ourcommuting Iabor is included in both of these tows of percentages beciuse
it is limited 10 low levels in the Adjusted Planning Model. Unemployed labor—
not excessive in this model version—is included in the percentages in the second
row,




explained in the footnotes to table 3. Demand (row 8) differs from
supply (row 5) in the Adjusted Planning Model to the extent of
unemployment (included in row 9). However, the matchup here
between supply and demand is much closer than that for the -

Basic Model because of the Adjusted Planning Model’s mechan-
ism for adjusting both demand and supply.

Although neigher the Basic nor Adjusted Planning versions of
RDAAP "predicted” extremely well the use of labor by skill level
in the model—demand did not equal supply—such a discrepancy
is likely to be irrelevant. The RDAAP model is designed
primarily as a planning and not as a predictive model; there is no
necessary reason why actual growth (including “released” labor,
etc.) has to precisely mirror optimal model growth for any of the
regional objectives. In fact, one might feel, all other things being
equal, that at least several regional objectives would yield results
that differed substantially from those observed. The Basic Model
was constructed to inquire into the model's predictive potential;
however, the RDAAP model's main purpose is to describe
optimal regional growth and development for alternative regional
objectives, not to predict regional growth.

Labor By Skill Level—Unemployment Rates. Some labor is not
in excess supply in the Basic Model. Clerical labor is in short
supply; this shortage is the main reason for the *‘excess’’ of other
labor skills.** If one assumes all excess outcommuting labor to be
unemployed, the Basic Model unemployment rates reveal the
dichotomy between the capital and labor objectives observed
carlier. For the capital-oriented objectives, unemployment aver-
ages around 29 percent, while for the labor-oriented group,
unemployment ranges from 19 to 22 percent (table 4).

Managerial unemployment ranges between 16 percent for the
gross regional product objective to 20 percent for the local wage
bill objective. Skilled labor unemployment averages about 64
percent for the capital objectives and from 45-52 percent for the -
labor objectives. Unskilled and clerical labor generally are used
fully. The Basic Model finds it advantageous to train unskilled

¢ “

"The rigidity of labor requiremenis is a problem because of the constant
coefficient nature of linear programming (although altemative scale vectors could
help: see lootnote 39). The rigidity of labar supplies by skill level further
exacerbates the situation. The Adjusted Planning Model attempts to alleviate, at
least pardially. this latter rigidity. '
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labor, und outcommute newly trained workers {as skilled
workers), with the BMW region reaping the benetits only in
terms of external wage earnings. This is perhaps not a sensible
solution—training workers for jobs that do not exist in the local
area, with the assumption that there will be significant employ-
ment opportunities outside the region.’? The shortage of clerical
labor is 4 boutleneck to growth in the region: jobs cannot be
created to use the avaitlable managerial, skilled, and unskilled
lubor unul thig boutleneck is broken.

Labor By Skill Level-Shadow Price Valuations. The wage floor,
below which the model's internal price of a labor skill cannot
tall, 1s determined by the assumed wage levels for labor outcom-
muting. For capital objectives, this wage directly measures the
shadow price for “surplus” lubor, because regional “foreign
exchange’ directly enters mto the objective function. For labor

TThe Adjusied Planiriing Model greatly reduces this excessive outcommuting
problem for labur Further refinemnents in the model, such as adding penalty costs
{e.g . unempluoyment insurance, welflre costs, and su un) o excessive levels of
lubur outcommunng funemployments, could further reduce the problem.

MUnskilled labor s not s bottdeneck since 1 is available for use in the local
ares

Table 4—Unemployment by skill level, by six objective functions:
simple basic model, BMW region, 1960-70

Mana-  Clen- Un-
Objecuve tuncuon gerial cal Skilled  skilled Total

Percent

Regional balance-of-payvments

surplus . 64.37 a7 29.30
Regronal balance-ol-trade

surplus ' 64.25 v 28.88
Gross regional product 604 A6 28.57
Local value added ( 51.56 ' 20.77
Local wage tall 52,22 22,08
Local employiment 15.84 18.98




objectives, a floor remains, but its level is determined only
indirectly by the outcommuting wage, depending upon the rela-
tive shortage of “foreign exchange” with respect to the particular
regional objective function and its units (e.g., dollars, manhours,
and so on).

¥

The shadow price valuation for clerical labor (the only labor skill
in substantial short supply in the Basic Model) is well above its
floor level. The shadow prices for the other labor skills equal
their floor levels. Under the capital objectives, the clerical labor
shadow price ranges from three to seven times its floor, a floor
level that is about 40 percent of the floor level for managerial
labor (the largest). Under the labor objectives, clerical labor
valuation is about 30 times the managerial shadow price and
about 46 times the floor level for unskilled labor. Thus, clerical
labor is much more scarce for labor-oriented than capital-oriented
objectives, but its shadow price levels are extremely elevated

- yegardless of objective.
5

There is no necessary reason for a labor shadow price to equal
the actual regional wage. Fixed labor coefficients and supplies by
skill level, and the absence of a mechanism for handling relative
prices and wages in a linear model, would all tend to lead to a

*.divergence between the actual wage and its corresponding shadow
price. Even if one could eliminate such rigidities, at least some
regional objectives (even arpong those in dollar units) would
probably still yield labor shydow prices that differ from actual
wages.

Basic Model (Expanding Regional Trade)

In the Expanding Regional Trade version of the Basic Model, the
manufacturing export limits and incommuting labor constraints
are simultaneously increased in four successive stages or itera-
tions. This successive relaxation of constraints simulates the
gradual opening of the region to increased trade and labor flows
with the rest of the country; such increased flows induce increased
growth in the area production and a rise in the region’s industry
specialization. The initial or base levels of these trade and
commuting constraints (for the simple Basic Model) approximate
benchmark figures. This section will explore in some detail the
effects of the expansion. )




Export limits are raised up to 16 times, and incommuting labor
ceilings up to 12 times their initial levels, in four separate itera-
tions. Export markets and incommuting labor flows at such large
levels are not likely to occur.®* Nonetheless, the exercise can prove |
informative. The results show a rapid increase in specialization;

the optimal number of industries declines precipitously during

carly iterations, but falls more slowly during later unes.

As export and labor incommuting constraints are raised
simultaneously over the four iterations, employment increases
substanually in all industries (service and manufacturing) and
gross output in the region expands as well. For example, the
manufacturing employment subtotal is two and one-half times
larger at the upper level than at the initial level. If an industry
fails to appear in a lower iteration solution, it does not * -
necessarily indicate that it will not enter in a higher iteration. For
example. for the local employment objective, some industries
absent from the lower steps, enter at extremely large levels in later
steps.

Over these four expansion steps, the most important industry in

" the model solution remains refrigeration machinery, its size risirig
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from around 850 employees for all objectives in the initial level 1o
14,300 employees for the local wage bill objective in the final
step. The next most important industry in this last step is manu-
facture of male underwear and work clothing, which increases to
an employment level of about 3.500 workers for the local employ-
ment objective. However, at the two intermediate expansion steps.
this mdustry disappears from the solution for this objective.

As might be expected, as the permissible constraint levels are
raised, and the area becomes much more open and productive, the
deficits in both the government and consumption accounts fall
{for a given fixed income target), resulting in substantial
surpluses at the upper expansion levels {except for the
consumption account for the local employment objective). These
extremely large increases in trade and labor flows lead 1o a high
degree of industry specialization, and such specialization may
deal a region a longrun destabilizing blow if long-term or

*As will be explained later when discussing the results for the Adjusied
Planning Mudel, increased levels of incommuting can be interpreted as simulating
the inclusion of more labor retraining activities in the model.
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cyclical reductions in demand should occur for the region’s few
export products.

The effect of the series of expansions on the level of “excess”
outcommuting (above 5 percent of regional labor supply)—in
other words, unémployment—is as expected: outcommuting and,
therefore, unemployment decline substantially. For the labor-
oriented objectives, unemployment drops to nearly zero at the
higher steps. But for the capital-oriented group, some
unemployment remains, even at the highest step, although itis
reduced to around 5 or 6 percent. : \
" Theé main effect on the labor valuations (shadow prices) of this
successive relaxation of constraints idfo bring the clerical valua-
tion slightly more in line with the shadow prices of the other
three labor skills. This is accomplished more by an increase in
‘the latter three valuations than a decrease in the clerical price. In
the later expansion steps. the huge increase in clerical labor
which commutes into the BMW region creates a more even_
balance among the labor skills.

For the four types of agricultural land (total farmland available is

assumed constant), both their usage and shadow prices change
very little between the expansion steps. The optimal agricultural
format changes very little as the region is opened to the rest of
the country. However, this is less true for the labor-oriented
regional objectives than for the capital-oriented ones.

Basic Model (Income Target Increase and
Decrease) )

In the income target variation of the Basic Model, the target for
capita personal income is successively raised in four steps
rom a 55.3-percent increase (simple Basic Model target) to a 75.3-
rcent increase, and then lowered in four additional steps to a
5.3-percent increase above the 1960 level. This experiment was
run using only the regional balance-of-payments surplus objec-

tive. *

The region’s increasing per capita income target cannot be met
without outside subsidy or other concurrent changes. Such
changes consist of opening the region to larger permissible
exports and labor flows, and of increased flexibility in labor
supplies as included in the Adjusted Planning Model. Gross area
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production remains virtually unchanged lor increases in the
Income target, while production {alls with decreases in the
target.

The implementation of these incteases {or decreases) in the

. income targes involves a corresponding increase (or decrease) in
both the consumption and government spending requirements.
Increases in both these items are met merely by subsidies from
outside the area. Both the regional balance of trade and payments
surpluses are greatly rcduc':?in order to “'pay for" these larger
m:igcué Correspondingly, the wage and tax deficits rise,
indicaung increased fiscal insolvency .

As the per capita income target is reduced, gross regional product
declines.® The region has no reason 0 produce, after meeting the
reduced wrgets, other than to earn net regional “foreign
exchange.”” Only that portion of extra production which adds to
this surplus is undertaken. Similarly, regional wage and tax
deficus decrease, changing o a surplus for the lower income
targets.?

When per capita incm‘nc targets are raised, the unemployment
rate increases substantially because the model cannot use its labor
as efficiently as before the increases. The model is forced o
produce increasing amounts of goods and services for the con-
sumption and government sectors, which results in an increasing
surplus of some of the labor skills. This increased surplus then
leads to 4 rise in the level of outcommuting. However, when
targets are reduced. unemployment declines only slightly. The
increase and decrease of the per capita income targets affect labor
and land valuations {shadow pricesiand land usage very liule.

In short, 1t 1s important that planners set targets that are feasible.
Targets based on wishful thinking can lead o inefficient resource
allocation as well as to dashed-hopes.

1,?"

“That is, werther consumers nor govermment carn a sufficient wage bill or
cullect enough taxes 1o afford the trgets.

*The regional balance-of-trade surplus objective should yvield a similar result, It
iy not a priore clear what would happen for the other aliernative regional
objectives -

STThis does not impty, however, that the improved fiscal situation for
consumers and guovernment is necessarily beneficial. In fact, excess wage and 1ax
carnings {or, in other words, increased savings and tax surplusi may result in o
much deferred consumption beyond the tme-frame of the model.

o
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 Total Model

The Total Model embodies a “'total” rather than an “incre-
mental” approach. Otherwise, it is similar 1o the Basic Model.
This version helps to answer questions of development from an
assumed zero-level of capital stock instead of from the old-sector
level in the base year.’® The total investment in capital stock over

the planning decade must achieve the same per capita income ,

goal as the Basic Model in the target year, Would the industry
mix differ for a total approach from. that for an incremental
approach?

Constraint limits on exports and labor incommuting, as well as

the aggregate income targets (consumption and government), are
raised slightly from those levels in the simple Bafie Model to
reflect the region’s total population and labor force. All agri- ~
cultural land is available for use including that used by the old

_ progressive sector: The general conclusion of this experiment is

s

that the marginal and total models are quite similar.

The Total Model does not give much new information about the
optimal number and variety of industries compared with the
results obtained using the Basic Model. This result perhaps
should be expected because,-in general, industries favored in a
linear programming situation will continue to be favored as
export limits are permitted to expand modestly. Only with sizable
expansions will substantial numbers of these industries be
curwailed. In short, what is optimal marginally-tends to be
optimal totally.

Some differences in the results of the Total Model from those of
the Basic Model are worth noting, however. While the growth in
employment in the Basic Model is less concentrated in
manufacturing than is the actual growth for the BMW region, the
total employment of the Total Model is even less concentrated

- when compared with the total employment for the region. The

regional balances of trade and payments yield much larger
deficits, partly because of the increased capital construction
burden. But this is an incomplete explanation. Private investment
levels in the optimal solution of the Total Model rise very little
from those of the Basic Model. The difference is that the -
increased government and consumption requitements from those

“WSee footnote 40.
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of the Basic Model, even with the Total Model's augmented labor
supply, lead to reduced labor efficiency, resulting in increased
levels of labor outcommuting in the Total Model. This suggests
that perhaps the labor released from the old sector was actually
“less than esiimated for the Basic Model; the old sector’s increase
in efficiency may have lagged behind the new sector’s. .

D
Thus, without appropriate changes in the model, such as are
included in the Adjusted Planning Model, there is a problem
with the Total Model as presently constructed. There is insuf-
ficient labor working in the region to produce the substantial
capital production needed to reconstruct the old sector’s capital
stock. The regional wage bill deficit and the 1ax shortage are both
increased using the Total Model.

The pattern of land and labor valuations (shadow prices) is
similar in the Basic and Total Models. By definition, more land
is available for reallocation among alternative uses in the Total
Model, and as a consequence, usage rates are higher for some
land types, lower for others. Cropland, however, is used fully in
both models for all objectives. -

Planning Model

The Planning Model differs fro/m the Basic Model in one
important feature. The supply of labor skills is determined by an
estimation technique.*® This represents a partial planning model;
a complete planning model would require all target-year
parameters to be projected froin base-year data. ~

In generul, the results from this planning model prove to be
inadequate. This version is less useful for developmental pur-
poses than the Adjusted Planning Model, which goes beyond the
SRI formulation, and which is discussed in the next section.

The main flaw in the Planning Model lies in the projection
technique, developed at SRI, for labor skills. The distribution of
projected labor skills differs substantially from the distribution of

e

*The actual BMW region population for 1970 is used for these calcula(idns. but,
the labor force by skill level is estimated. The technique developed by SR is used
for this esumaton. -

N
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actual skills in 1970 for the BMW region (table 3, row 8).% The
Planning Model projects far less managerial labor than actyally
existed and, conversely, it projects more clerical labor, as well as a
greater increase in total labor force than actually occurred by 1970
[9]. Accordingly, managerial labor is in short supply in the
Planning Model, as was clerical labor in the Basic Model. Labor
supplies by skill level are made more flexible in the Adjusted

" Planning Model.

The maximum level of regional balance-of-payrdents surplus

attainable in the Planning Model is about $2.5 million, versus

about $13 million in the Basic Model. This reduction is due to

the assumed changes in(quantity and quality of the labor force.
. Similarly, gross regiona\l'produu is slightly reduced.

Excess labor outcommuting (uncmpldymem) increased for all but
inanagerial labor in the Planning Model. Deficits increased in the

wage bill and tax accounts with respect to consumption and

government spending. Realized income (wage bill) and taxes col-
lected decreased. These results imply a significant criticism of this
version'’s csl‘imalion technique for labor skills.

Adjusted Planning Model®!

'The Adjusted Planning Model improves upon the Planning
Model, especially with' respect to reducing excess labor outcom-
muting (unemployment). In this model version, the regional
balance-of-trade surplus, rather than the regional balance-of-
yments surplus, is constrained at or above a certain minimum

level for all objectives. This should eliminate any tendency for
outside investments to be made in Jow rate-of-return industries
for the sake of an improved balance of payments. When the
regional balance-of-payments surplus, which includes investment

“This projection represents a major portion, but not the entire supply of labor
in the model. "Released” labor from the old sector, regressive agriculture, and
— -incommuting adds to the supply (see wable 3 footnotes for the Basic and Adjusted
Planning Models).
$1Some of the analysis and results of this subsection may be difficult for the
nontechnical reader; they can be bypassed without too much loss of continuity.




as a positive increment and profits as a negative increment," is
constrained to be above a certain minimum level (as in the Basic
Model), then when the balance-of-payments row is binding, the
solution may include industries of low rates of return in order 10
increase investment and decrease profits. This could have devel-
oped, but did not, in the Basic Model. Constraining the trade
rather than the payments balance circumvents this possibility.

&

Three additional regional objective functions are added 1o the six
of the Basic Model: maximization of total Yegional (private)
profits, maximization of regional industry rate-of-return index,
dnd maximization of gross regional product (with labor incom-
muters of the optimal solution 10 the original gross regional
product objective assumed as immigrants).® Use of the first two
added objectives has been discussed earlier in the section
discussing attracting industries to the planning area and in the

- section describing the use of multiple regression analysis. The
third added objective enables the planner 10 consider the nature
of development with immigration, rather than incommuting
only, of labor with critical skills. .

That portion of the model’s 1otal labor force (by skill level)
which is contained in' the model's right-hand-side column
Temains unchanged from the Planning Model. Both consumption
and government spending are required insthis model 10 equal,
Tespectively, the regional wage bill (excluding personal taxes and
savings) and the area taxes collected. Although this requirement
eliminates excessive deficits, it also permits the ratio of
government spending o personal income to diverge from its
historical norm.

i

In the Basic Model. each spending target represents an estimated
percentage (rural Southern average) of both consumption and
total taxes to the personal income target. In the Adjusted-
Planning Model, the consumption and government spending

All financing and g wnership of incremental industrial investment in the regio is
assumed (o oniginate from outside the region: profits remittances therefore flow out of
the region. N . ;

“For this “unmigrant version” of the gross regional project objective, the labor
force iplus dependents) which immigrates is assumed to be the largest observed

- number of incommuting workers for the gross regional product objective. This
occurs with the most “open region” run of the Adjusted Planning Mode!l (for the
same objective function. but without the immigration assumption). Incommuting
and immigration arc both permitted in this version.
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levels, as well as the realized level of personal income, can vary.
The benefit of handling consumption, government, and personal
income in this manner is that they become internally consistent
in the model. That, is, not only are achieved levels of - a
consumption and government endogenous, but also they are
consistent with the levels of the endogenous wage bill (plus
“other income”) and taxes. v

Similarly, the levels of three other activities in the model—the
amount of labor *‘released” by. the old sector, the level of
investment targeted for that old sector, and the net level of the
region’s ‘‘other income”—are made to depend not upon an
‘exogenous income target, but rather upon the gain in per capita
incomc.achicved within the model.

Labor By ‘Skill Level—Labor Qutcommuting Constraints. To
measure true unemployment levels, labor eutcommuting con-

straints by skill level and five additional labor conversion
(transfer) activities are added to the Adjusted Planning Model %
The cost of this, however, is the loss of the model’s internal wage
floor on a surplus labor skill. In linear programming, the shadow
price on a surplus resource is zero. ‘The unemployment rates in «

- the Adjusted Planning Model are more realistic and much
reduced from the excess outcommuting levels of the simple Basic
Model. ‘ .

Labor By Skill Level—Labor Transfer Activities. The five added
conversion activities between pairs of labor skills are limited to -
wransfers which can be expected to occur without substantial
retraining. Since the cost of such transfers would be very small,
these transfer vectors need not include resource inputs. These
potential conversions represent a very small fraction of the total
labor force. ~

The conversions included are: (1) all managerial labor is assumed
able to perform clerical labor tasks;® (2) some of the clerical labor

#The only such labor cunversion activity in the Basic Model 1s the skilled labor
* training vector. converting unskilled workers into skilled. The outcommuting
constraints are limited to 5 percent of the local supply of each labor skill; this
percentage was cited earlier when discussing the work of Berry (I}’
#This potential transfer. however, is unnecessary because managerial labor is in
more short supply than is clerical labor in this model version.
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can become managers;* (3) a small percentage of the increase in
male high school graduates (half of whom join the managerial
labor pool) can be transferred 10 clerical labor; (4) a portion of
the clerical labor force is permitied to be used as unskilled labor
(and is eligible for skilled labor training); and {5) some of the
female skilled labor which is released from the old sector can
become clerical labor.

Increase of Export and Labor Incommuting Constraints. The
Adjusted Planning Model was used to simulate the operating of
the region with respect to the rest of the country by simultane-
ously increasing the constraint levels for both exports of manu-
factured commodities and labor incommuting over five successive
iterations above the base level.$7 Over the five iterations, the
€Xport constraints increase up 1o six times, and the labor incom-
muting limits up to 30 times the base levels. Labor incommuting
increases of this magnitude are not realistic, but are included 1o
simulate what might occur when labor transfer and retraining
vectors are included.

For the base-level constraints, the industry-wide profit rate of
return on investment for the region varies among objectives from
about 18 percent to just under 14 percent, a realistic range of
values. The regional balance-of-payments surplus (unconstrained
in this model) generally decreases for the labor-oriented objec-
tives as the economy becomes more open, although for the
capital-oriented criteria there is no smooth trend; the surplus
generally increases up 1o iteration 3, but decreases thereafter.

Consumption and Government Spending. In all but the regional
balance-of-trade and balance-of-pavments maximizations, the
levels of consumption and government spending require no floor
because additions to these tend 1o increase the values of the other
regional objectives. But for the trade and payments criteria, N
reducing consumption and government spending tends to
increase the surplus by reducing the need for imports. Although
all wages® and taxes earned in the model are required 10 be

“The Planning Model assumes that all tand only} high school female graduates
form the clerical labor supply. This model allows a certain percentage of these
females 10 become managers.

*"This base level is identical to that in the simple Basic Model.

“The portion of the wage bill that is spent is that part that excludes personal
taxes and savings. - ‘
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spent, there is an incentive for the model to yield low consump-
tion and government results for these two. objectives. Hence,
increasing minimum levels of consumption and government
spending are required over the five iterations. Also, the balance-of-
trade surplus minimum is decreased at each step to permit a
greater variety of activity in each solution.

Consumption and government spending levels achieved over the
nine regional objectives of the Adjusted Planning Model rise
steadily as the region is opened, At the base level, the per capita
incomne target (consumption anﬁ'govcmmem spending) which
pertained to the Basic Model is/not met.®® In the Adjusted
Planning Model. consumption! levels for the base-level iteration
vary among the various objectives but generally are reduced by 20
10 30 percent from the Basic Model target. This income target
(and implicitly the consumption and government spending goals)
was based upon the per capita personal income actually achieved
in the BMW-region for 1970.7° A similar, but much less severe
reduction obtains for the level /‘of government spending in the
base level of the Adjusted Planning Model.

These results constitute a criticism of the present model (at the
base level) without more extensive labor retraining activities,
since the spending targets were actually achieved in 1970 in the .

" area. By iteration |, government spending generally exceeds its
target, and consumption spending remains only somewhat below
the actual level for the BMW region for 1970. At the highest
iterations, these goals were much exceeded.

The immportant conclusion is that the model gives per capita
income results closer to those actually achieved in the area if
exports and labgy incommuting constraints are somewhat relaxed.
Some increase iff incommuting would be easily acceptable. But,
instead of the fastly increased incominuting of the higher
iterations, an iRgrease in labor-retraining acti iies would be a
more realistic way to achieve higher incomes.}l'l‘he inclusion of .
such labor reconversion activities should be a future priority in
improving the Adjusted Planning Modcl.

¥The simple Basic Model met its income target with implicit subsidies from
outside the planning area.

The regivnal income estimate used is a BMW regiun. 'Arkiinsas aggregate
income ratio, for 1970, times the actual per capita personal income for Arkansas
in 1970.

67
Q

ERIC | 74

Aruitoxt provided by Eic:

»




ERI

Aruitoxt provided by Eic:

The relaxation of export constraints for manufactures (raised
simultaneously with increasés in limits for incommuting) is
casily of realistic proportions in the Adjusted Planning Model.
That is, in the lower steps (e.g., 100-percent to 300-percenmt
increases), such increases in the export markets are easily
achievable in view of the very approximate estimation of the
base-level export constraints. Nonetheless, excessive industry
specialization resulting from extremely high permissible levels of
exports is not a realistic or desirable prospect for the planning
area.,

Although the results vbtained using the base-level constraints of
this model version seem satisfactory, more meaningful results can
be obtained by (1) a judicious opening of the model with respect
to export and labor flows, and (2) some accompanying increase in-
the flexibility of the labor supply by means of additional labor
retraining activities, converting surplus skills into those more
critically needed.

Labor By Skill Level—Unemployment Rates. In the Adjusted
Planning Model, uneimployment arises because labor outcom-
muting is constrained 10 no more than 5 percent of the local
labor force by skill level. In the base level for exports and labor
incommuting, the regional unemployment rates for two of the
nine objectives are zero—for the regional goals of maximizing
local employment and gross regional product (immigrant
version). This result for the immigrant version is to be expected
since the portion of the labor force that the model assumes
immigrates to the region.is precisely those labor skills that were
incommuted in the “prior run” and that were in short supply;
immigration provides the needed balance in l‘hc labor force.

For the base level, the unemployment rates corresponding to the
other regional objectives are dlso low. The rates rise 10 about 8
percent for the objectives of maximizing regional trade and
pavments surpluses. (The regional rate-of-return index objective
is an exception with a 36-percent unemployment rate, high-
lighting again the conflict between labor and capital.) Therefore,
for the base level, eight of the nine objectives yield realistic
unemployment rates. Only managerial labor incommutes at the
base level's 5-percent limit for contiguous counties 1o the BMW
region. As the economy becomes more open, in iteration 1, five of
the nine objectives show zero regional unemployment rates. By
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iteration 5, the unemployment rates for all nine objectives have
fallen 10 almaost zero.

Labor Transfers Between Skills—Results. Using the regional
objective of mpaximizing the balance-of-payments surplus, the
results over the five iterations for each of the six labor transfer
activities (including skilled labor training) are shown in table 5.
These results are representative for all regional objectives,
although there are some scattered exceptions. The labor transfers
permitted represent only a very small fraction of the total BMW
region's labor fotce:\;f -
Table 5 reflects that managerial and clerical labor ‘are in short
supply. whereas there is always an adequate supply of unskilled
labor. At the base level, the transfer of clerical to managerial was
at its upper limit, while some of the clerical pool was replaced by
transfers from unskilled. As the economy becomes more open, the
transfers from both unskilled and skilled to clerical reach their
upper limits to replace some of the clerical labor transferred 10
maniigerial. Levels of skilled labor training (unskilled to skilled)
“decline 0 zero by iteration 2 because of the relative surplus of
skilled labor. Only at iteration 5 does a small level of such
training reappear.

-

Managerial and derical labor are the only labor skills that are

" substanuially scarce. Skilled and unskilled labor are at no time
incommuted over the five steps, while clerical labor is increasingly -
incommuted beginning with iteration |. Managerial labor, being
extremely scarce, is incommuted over all six levels.

Labor By Skill Level and Agriculiural Land (Shadow Price)
Valuations. Shadow price (wage) valuations on labor skills for
the objective tunction of maximizing thearegional balance-of-
' payments surplus—and for most of the capital-oriented
objectives—show managerial labor 10 be the most valuable over
the five iterations. The managerial (shadow price) wage ranges
" from a high of $8.56 per hour in iteration 0 to a low of $3.27 in
iteration 4, rising again in the last iteration. Clerical labor is the
next most valuable, showing a range of $3.23 per hour 1o a low
of $0.08. The wage range for skilled labor is $2.78 to $0.00 per
hour, for unskilled $2.74 10 $0.00 per hour. A shadow price 1
"wage' of zero (eg.. $0.00) represents the linear programming
valuation of a surplus (slack) resource. It does not mean that an
o N
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- Table 5— Labor transfers between skills, regional balance-of-payments objective, adjusted planning
model, BMW region, 1960-70

-

Constraint

Labor .mmsfer limits lteration  number
0 1 2 3 4 5
10,000 worker-hours
Manégcrial to clerical No limit 0 0 0 0 0 2o

Clerical to managerial 195.10400 195:10400 195.10400 195.10400 195.10400 195,10400 195.10400

Unskilled to clerical 80.36184 6297411 036181 B0.36184 803618 j80.36181 8036184
Glerical 10 unskilled ~ 181.58400 0 0 0 o 0 0
] Skilled 10 clerical 807128 0 BOTIZS 807128 BO7IZ8 807128  B.O7I28
. . B r
| |

Unskilled to'skilled .. 315.74400. 252.76959 207.74304 0 0 0 57.58052

{
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actual wage in a region would be zero. The shadow price wages
are not the wage rates assumed in the model. The production
activities were designed so that the average wage rates assumed
for labor vary not only among labor skills, but #lso among
industries.

For the use and shadow price valuation of agricultural land,
results are given for the objective function of maxitnizing the
balance-of-payments surplus. Such results are representative of all
the capital-oriented objectives. As in the Basic Model, only
cropland is 100 percent used in the base level and that full usage -
continues over all subsequent iterations. Other land types show
generally a decreasing percentage usage rate over iterations 0
through 5. Since cropland is the only scarce land factor in the
model, it yields the only land shadow price valuhtion. This
cropland price varied between $303 and $353 per acre.

Conclusions « ' "

Prescriptions for planning economic development in rural areas
using the results of this study (RDAAP) are difficult to assert
with complete assurance because the model’s results may be
sensitive to the particular data and version of the 1 used, and
they may pertain only to the specific area to whic the study
methodology is applied. Such sensitivity was not discovered in
the sensitivity analysis that was performed, but since the scope of
this analysis was quite limited, the possibility of more than
modest sensitivity cannot be completely ruled out. However, one
can expect the more general insights to hold for alternative
applications. That is, those results observed repeatedly for many
_ versions of RDAAP can be expected to have general validity for
areas similar to the BMW region. Application of the methods
used should have even wider scope.

»

Tradeoffs between alternative objectives are shown to be a

‘universal planning problem. The range or size of the tradeoff is
larger between a capital-oriented and a labor-oriented regional -
objective than between individual pairs within each category. r
Opportunity costs increase for end-points compared with costs for
midpoints on the tradeoff curves. This suggests it may be better

(0 achieve somewhat less than the maximum of one objective in
order to gain sizable increments in another.
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Interpreting model results in terms of industry characieristics
instead of product mix increases the applicability of the linear
programming model. Low transportation costs on exports of
manufactured products are overwhelmingly the most important
determinant of improved levels of regional objectives.

Industries with a low capital intensity relative to output, a high
value added relative to both labor and output, and a high propor-
tion of imported inputs relative to output are shown (o vield, in
general, higher values for regional objccli\cs Moréover, if a labor
skill is scarce (e.g., managerial), an increase in its use by an
individual industry lessens that industry’s benefit 1o the
community. These observations can be of use to the planner in
selecting the types of industrieg”most beneficial for lhc planning
area.

The agricultural results from the RDAAP mgdel show that it is
always advantageous o convert farmland from the land use
pattern of the lower income farms to that of the higher income
fargys. The model reveals that the more open an area is to

labor and commodity flows, the larger is its total production, and
the lower is its unemployment.

In constructing a model such as RDAAP, care must be taken o
insure its conceptual integrity. As an example of this, RDAAP
wis improved by adding a sector which invests in and “releases’
labor from the base-year economy. This creates a tie between the
old and new sectors such that the increase in labor force between
the base and target vears will not have o produce the
consumption and income increment for the old sector, in
addition to producing the cnmc target-year level for themselves
ithe new sector).

The experiments with various model versions of RDAAP
demonstrate that modest changes and imptovements in the struc-
ture af the maodel can lead o results uséful for regional planning,
Models not specifically designed for predicting or forecasting
cannot be expected to perforin those funcuons adequately.
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